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THE FUTURE OF RAIL TRANSPORT ! 


OnE hundred years ago the “ calamity of railways,” as Sir 
James McAdam termed it, fell on the existing means of transport. 
Though the Stockton and Darlington Railway had been opened 
for traffic in September 1825, and the locomotive had been known 
since 1804, it was still doubtful whether locomotives could be 
used on lines with heavy gradients. It was the success of 
Stephenson’s “ Rapid ” and Hawthorn’s ‘‘ Comet ”’ on a section 
of the Newcastle and Carlisle railway in March 1835 which set 
the seal on their success, and led railway promoters to think no 
longer of horses and stationary engines as the tractive power on 
the new roads. Three years later locomotives were working the 
whole length of the line from Newcastle to Carlisle, and an era of 
rapid railway development began. 

The effect of railway competition on the canal companies, the 
stage coaches, and the road carriers of that time is well known. 
At first slowly, yet in the end surely, and in spite of severe re- 
ductions in their tolls, the canals lost all but the slow and bulky 
traffic. The effect on the turnpike roads was no less severe. 
Horse-drawn traffic, it is true, not only survived the early days 
of railways, but actually increased, though long-distance journeys 
by road, whether of passengers or goods, practically ceased. 
As Prof. Clapham says, “ Carts and cabs increased, but coaches 
and posting-houses decayed. Journeys behind horses multiplied ; 
but long journeys behind horses stopped. . . . The tragedy was 
repeated on each trunk route as the sleepers and metals were laid 
along it. . . . The effect in every case was instantaneous and 
inevitable.” 

To-day it is the railways whose established position is assailed. 
Competition by road has taken on a new form; coastwise traffic 
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has increased ; the reliability and efficiency of the internal com- 
bustion engine have opened up the air for a third competitor. 

In view of these developments in transport, what is the future 
position of the railways likely to be? Are they to be displaced 
from their position as the chief mode of transport, to which the 
rest are supplementary, and to be relegated to a position of second- 
ary importance in the transport system of the twentieth century ? 
It is a question of far-reaching importance. I agree with Sir 
Josiah Stamp that of the country’s domestic problems at the 
present time none presses more gravely on the nation than the 
position and future outlook of the railway system. The number 
of workpeople it employs, the amount of capital invested in 
it, the increasing difficulty of providing for and controlling 
the traffic on the roads, the vital importance of securing for 
the community the most economic and efficient system of 
transport that our present means and knowledge permit, combine 
to make it one of the most pressing problems that we have to 
face. Nor is it a situation confronting this country alone. A 
similar position has arisen in practically every country in the 
world. 

In view of these considerations, and quite apart from the fact 
that my own studies have mainly been in the subject of trans- 
port, I felt that I could not choose a subject more appropriate 
for a Presidential Address to this Section, and for a city so 
dependent on transport as Aberdeen, than the future of rail 
transport. 

If justification for my choice were needed, I think I could find 
it in the Presidential Address of my predecessor, Henry Sidgwick, 
when the British Association last met in Aberdeen forty-nine years 
ago. The subject of that address was the ‘‘ Scope and Method 
of Economic Science,” and I venture to think that my own paper 
comes well within the field which he there mapped out for 
economic thought. 

It will be well at the outset to examine briefly the position 
of the railways of this country in the post-war years. For this 
purpose some statistics are essential, though I will endeavour 
to reduce them to the minimum. 

The following table gives the revenue earned by the four 
grouped railway companies and the percentage change for the chief 
of the post-war years. The corresponding figures for 1913 are given, 
though in comparing the later years with 1913 it is, of course, 
necessary to bear in mind the change which has taken place in 
the value of money. 
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TABLE I. 


Railway Revenue. Receipts of the Four Grouped Companies. 


Mails and Mer- Coal and Live Miscel- 

Passengers. “parcels, | chandise. | Minerals. | Stock. |lancous.| 
Year. 

im. | %. | £m. | %. | £m. | %. | Sm. | %. | Sm | % £m. £m. | % 
1913 | 41:3 | — 91) — | 306} — | 310] — 1:2 —_ 0-9 1141] — 
1923 | 68-9 | 100 | 17-4 | 100 | 51-2 | 100 | 54:2 | 100 | 2-0 100 1-9 195-6 | 100 
1924 | 70-2 | 102 | 17-0 97 | 49-6 97 | 52-4 97 | 20 100 18 193-0 99 
1925 | 68-9 | 100 | 17-3 99 | 49-6 97 | 49:9 92; 19 95 18 189:4 | 97 
1926 | 60°6 88 | 16-8 97 | 45°6 89 | 35:9 64) 18 90 16 162°3| 83 
1927 | 63-5 92] 17-6 | 101 | 52:1 | 102] 53-1 98 | 2-0 100 1-6 189-9 97 
1928 | 62-1 90 | 17-4 | 100 | 49-4 96 | 48-9 90 | 19 95 1-7 181:5| 93 
1929 | 60-0 87 | 17:6 | 101 | 49-0 96 | 52:7 97 18 90 1-7 182-38} 93 
1930 | 57-0 83 | 17-5 | 101 | 45°5 89 | 49°2 92] 1:8 90 16 | 88 
1931 | 52-4 76 | 16:8 95 | 41:8 82 | 44:5 82 1-6 80 15 158-5 81 
1932 | 49-2 72 | 15:9 91 | 36:8 71 | 40-7 75 1-4 70 1-4 145°3 74 
1933 | 49-4 72 | 16-0 92 | 36:6 71 | 40-7 | 1:2 60 1-4 | 74 


The form of railway accounts was amended in 1928, and though 
the figures for 1927 have been recompiled on the new method, 
it has been possible only to make approximate adjustments for 
the earlier years. Nevertheless, if not pressed too far they may 
be used for comparative purposes. 

Railway revenue has, it will be seen, fallen by no less than 
26 per cent. since 1923, and the fall has been most marked since 
1929. Owing to the General Strike and the coal dispute, 1926 
was, of course, an exceptional year. The fall has been more severe 
in the case of passenger traffic and merchandise than in that of 
coal and minerals, though the revenue from the carriage of live 
stock also shows a big decline. The revenue from mails, parcels, 
and goods by passenger train has been surprisingly well maintained. 

Compared with pre-war years the expenditure of the railways 
shows a considerable increase, due in part to the increase in the 
cost of materials, but chiefly to the rise in the level of railway 
wages, which in 1932 were 117 per cent. higher than in 1914; 
or allowing for the rise in the cost of living, 51 per cent. above 
the pre-war level. But since 1924 the expenditure shows a 
considerable reduction, partly owing to the lower cost of materials, 
partly owing to the numerous economies effected by the companies 
in their mode of working since 1923, and partly, of course, due 
to diminished traffic. 

The changes in expenditure and the net revenue of the com- 
panies, both from railways proper and from their ancillary under- 
takings, such as canals, hotels, and docks, are shown in the next 
table. 

It will be seen that railway expenditure has been reduced 


almost in proportion to railway receipts. The net railway revenue 
NN2 


l 


540 THE ECONOMIC JOURNAL [DEC. 


TABLE II. 


Expenditure, Receipts, and Net Revenue of the Four Grouped 
Companies. 


Revenue 
Rail . Rail from other 
Railway Undertak- | Total Net 


Year.| Expendi- Receipts. Net ings, includ-| Revenue. 
ture. Revenue. ing Joint 
Lines. 
£m. %. | £m. %- | £m. %- | £m. | £m. 
1913 | 72:0} — | 1141} — 42:1 45-2 


100 | 45-6 | 100 
87 41-3 91 
75 38-6 85 
51 20-6 | 45 

42-6 | 93 

68 41-0 90 

88 | 45-0 99 

67 37-7 83 

49 33-4 73 

36 26-4 | 58 

42 28-8 | 63 


1923 | 156-9} 100 | 195-6} 100 38-7 | 100 
1924 | 157-7} 101 | 193-0] 99 35°3 91 
1925 | 156-0} 99 | 189-4) 97 33°4 86 
1926 | 145-2} 93 | 162-3) 83 17-1 44 
1927 | 151-8} 97 | 189-9} 97 38:1 98 
1928 | 145-2} 92 | 181-5] 93 36-3 94 
1929 | 143-9} 91 | 182-8) 93 38-9 | 101 
1930 | 139-5} 89 | 172-6] 88 33-1 86 
1931 | 1285} 82 | 158-5} 81 30-0 78 
1932 | 121-4; 77 | 145-3| 74 24-0 62 
1933 | 119-4} 76 | 145-3} 74 25-9 67 


Oe 
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of the four grouped railway companies has fallen to 67 per cent. 
of the amount in 1923, whilst the net revenue from all sources 
has fallen to 63 per cent. of the 1923 amount. 

Similar declines in receipts and expenditure are to be observed 
in most of the European railways, as in those of the United States 
of America, as the following table shows. 


TABLE III. 


Summary of Receipts and Expenditure. Selected European 
Railways, 1929-1933.4 


Railway or Cur- 1929, 1930. 1931. 1932. 1933. 
Country. rency. thousands. thousands.| thousands.) thousands. thousands. 

Belgian National | Belgian | Rec. 3,546,695 | 3,528,540 | 3,090,730 | 2,451,978 | 2,329,917 

Railway francs Exp. 3,066,823 | 3,208,358 | 3,023,944 | 2, 620, 480 2; 342, 960 
Czecho-Slovak Czecho- | Rec. 4,888,543 | 4,628,512 | 4,362,972 3; 490, 352 3; 135, 516 

State Railways Slovak | Exp. 4,447,197 | 4,521,131 | 4,183,938 4,043,031 

crowns 

France: Main Line | French | Rec. 16,110,042 |16,032,070 |14,584,578 |12,428,809 {11,707,912 

Railways francs | Exp. 12,669,028 |14,159,737 |13,902,798 |12,797,349 |12,197,912 


German Railway — Rec. 5,353,834 promod Heal 2,934,318 | 2,915,100 
mar 
Gt. Britain: Main | Sterling | Rec. 182,777 172,618 158,496 145,342 145,281 


Line Railways Exp. 143,698 139,483 128,541 121,336 119,355 
Italian State Rail- | Lire Rec. 4,980,704 | 4,600,066 | 3,853,470 | 3,345,882 | 3,055,854 
ways Exp. 4,379,832 | 4,124,730 | 3,573,490 | 3,218,465 | 3,190,138 


J = State | Dinar Rec. 2,680,313 | 2,655,290 | 2,382,009 | 1,975,811 | 1,907,456 
ways 
Polish State Rail- | Zloty Rec. 1,596,906 | 1,458,874 | 1,293,998 | 1,009,126 868,000 
ways 
swedish State Rail- | Swedish | Rec. 208,130 201,580 181,230 166,140 166,140 
0 6,640 153,290 


ways 
Swiss Federal Rail- | Swiss Rec. = 431,357 420,546 389,450 342,953 335,844 
ways francs | Exp. 280, 382 2913420 283, 282 273,301 262, 566 


y courtesy of Railway Research Service. 
Ret yet available. 
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The railways selected have been chosen to show how the serious 
fall in receipts has affected countries with widely differing 
characteristics. It will be noticed that the fall in receipts on 
the British railways, serious as it is, is not so great as in most 
of the European countries; but it should be remembered that in 
Great Britain railway receipts had not, as in these countries, 
been rising fairly steadily up to 1929. 

The effect of the changes in receipts and expenditure on 
British railways has been very marked. First in the numbers 
of staff employed. In 1921 the number of staff on the railways 
comprised by the four grouped companies, including the Railway 
Clearing House, was 735,870. This had fallen to 681,778 in 
1923, to 642,137 in 1929, and to 615,592 in 1931. 

The effect on railway dividends has, of course, been even 
more marked. In 1913, the net revenue earned by the companies 
within the groups represented 4-41 per cent. on all capital. The 
return was 4-40 per cent. in 1923, 3-96 per cent. in 1927, 4-17 per 
cent. in 1929, 3:48 per cent. in 1931, 2-30 per cent. in 1932, and 
2-68 per cent. in 1933. 

The stocks chiefly affected are, of course, the ordinary stocks. 
The average earnings on ordinary stocks were in 1913, 5:55 per 
cent.; in 1929, 3:27 per cent.; in 1931, 0-95 per cent.; in 1932, 
0-57 per cent.; in 1933, 0-77 per cent. 

The causes of this decline in railway traffic and railway revenue 
are not fartoseek. They are industrial depression, the contraction 
of international trade, and the competition of roads, and to a lesser 
extent of coastwise and air transport. 

In the case of passenger traffic it is probable that a relatively 
small part of the decrease is due to economic depression, and that 
the bulk of it is due to road competition, including that of the 
private motor-car. Thus if we compare 1929, a year of relatively 
good trade, with 1923, in which trade was definitely not as good, 
we find a marked diminution both in the total number of ordinary 
passengers and in the total receipts from them. The figures 
are shown in the next table. 


Four grouped companies. 
1929 as 
1923. 1929. percentage 
of 1923. 
Total number of ordinary passengers | 633-4 m. 589-8 m. 93 
Total receipts from ordinary passen- 
gers . £55-4 m. £48-3 m. 87 
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Thus there was a decrease of 43-6 millions in the number of 
such passengers, and of £7-1 million in the receipts from them. 

Since 1929 road competition has become increasingly severe. 
It would seem fair to estimate, therefore, that in 1933 at least 
15 or 16 per cent. of the total decline of 28 per cent. since 1923 
is due to road competition, giving a loss of at least £11 million 
due to this cause. 

It is much more difficult to assess the loss of railway goods 
traffic due respectively to bad trade and road competition. Some 
indication may be obtained from a comparison with the Index 
of Production and the Quantitative Index of Imports compiled 
by the Board of Trade. These figures have been available since 
1924, and between that date and 1930 the Index of Production 
of manufacturing industries rose from 100 to 106-3, while during 
the same period the Quantitative Index of Imports rose from 
100 to 111-4. If we make the assumption that in the absence 
of road competition the merchandise and live-stock traffic receipts 
of the railways would have increased in approximately the same 
proportion, say by 6 per cent. between 1924 and 1930, these 
receipts would have increased from £51-6 million to £54-7 million 
in 1930. In 1930, however, they actually amounted to no more 
than £47-3 million, representing, if this argument is valid, a 
diversion of £7-4 million. In 1927 there was a general increase 
in freight rates of 7 per cent., and assuming that this did not cause 
a diminution in aggregate revenue, this would mean that the 
loss was the more significant. Since then, however, many rates 
have had to be reduced. 

Taking the passenger and merchandise traffic together, the 
total loss of net revenue to the railways due to road competition 
between 1923 and 1930 may be estimated at not less than £18 
million. 

In order to view the position in true perspective, it is necessary 
to digress a little at this point and consider the growth of road 
transport and the causes of its development from the side of the 
motor transport industry. 

Since the war the development of motor transport has been 
remarkable. Though there were some 307,000 motor vehicles 
in use in Great Britain in 1914, the number had fallen to 189,000 
in 1918, owing to the restrictions of the war period. The railway 
strike of 1919, however, greatly stimulated the use of motor 
vehicles and by 1920 the number in use had grown to 551,000. 
By 1923 it had soared to 1,131,000. In 1928 it was just over 
2 millions, and it reached 2} millions in 1933. 
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Up to 1925 the most numerous category of vehicles was the 
motor-cycle, but since that year the number of private motor-cars 
has exceeded the number of motor-cycles. Motor-cycles increased 
in number continuously from 373,000 in 1921 to 705,025 in 1929, 
but in 1933 they had decreased to 540,594. 

The growth in the number of private motor-cars as at August 31 
in each year is shown in the following table : 


1921. = 242,500 1928. = 877,277 
1922. . 314,769 1929. 970,275 
1923. 383,525 1930. 1,042,258 
1924 . - 473,528 1931. 1,076,128 
1925 679,901 1932. 1,118,621 
1926. - 676,207 1933. 1,195,882 
1927. - 778,056 


The reduced horse-power tax on private cars, which comes 
into force in 1935, will no doubt serve further to stimulate the 
use of such vehicles. 

There has been a similar continuous increase in the number of 
goods-carrying vehicles, despite the ups and downs in national 
prosperity. In spite of the trade depression after 1929 and the 
uncertainties caused by the publication of the Salter Report, 
the number of goods vehicles has continued to increase. The 
next table gives in each year the number of such vehicles in use 
in Great Britain as at November 30, the number licensed being 
greatest in this quarter of the year. 


1923. 183,250 1929 . 325,700 
1924. 212,300 1930. . 340,500 
1925... 234,200 1931 . 352,500 
1926. 259,000 1932. 360,200 
1927. 282,800 1933. 379,600 
1928 301,500 


The last category of vehicle to which it is necessary to direct 
attention is that of Hackney Carriages, comprising taxi-cabs, 
motor-buses, and motor-coaches. In this class a noticeable 
feature has been the decline between 1930 and 1932. This is to 
be explained by the operation of the Road Traffic Act, 1930, 
which imposed restrictions on the use of motor buses and coaches. 
The number of hackney vehicles in use in each year in Great 
Britain as at August 31 is given in the next table. 


1921 . - 82,800 1928 . 93,429 
1922 . 77,614 1929. 95,798 
1923. 85,965 1930. 98,865 
1924 . 94,153 1931 . 86,208 
1925... - 98,833 1932. 84,667 
1926. - 99,077 1933. 85,352 
1927 95,676 


According to statistics contained in the Reports of the Traffic 
Commissioners the number of passengers carried in public service 
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vehicles was 5,269} millions in 1931 and 5,418} millions in 1933, 
or approximately more than six times the number of passenger 
journeys by rail including season ticket holders. The average 
receipt per passenger journey by road was, however, only 2-66d. 
in 1931, and 2-57d. in 1933. The total passenger receipts were 
£58-4 million in 1931, and £57-9 million in 1933. 

Apart from such factors as the exhaustion of the railways after 
the war, and the industrial disputes of 1919 and 1926, the striking 
growth of road transport has been due to a variety of factors, such 
as its mobility, flexibility, and convenience; a succession of 
technical improvements; the fall in the price of fuel and other 
costs (petrol cost 2s. 114d. in May 1921, but in 1934 it cost only 
1s. 5d. despite the addition of a tax of 8d. a gallon); and its lower 
charges for certain traffics. 

The great convenience of motor transport has been a most 
important factor in the case of the private car. The advantages 
of having a vehicle which can be used when, where, and as the 
owner desires are obvious. To commercial travellers, salesmen, 
etc., the motor-car is a most valuable help. Naturally this de- 
velopment has robbed the railways of much traffic which would 
otherwise have come to them, but which they are unlikely to 
regain. The effect is most obvious in the case of first-class traffic. 
There must also be a considerable loss of traffic to the railways 
during holiday times. On the other hand, there is no doubt that 
a big proportion of road traffic is new traffic which would not have 
developed without the motor-car. 

The competition of the motor-bus and motor-coach has been 
most severe on local journeys, short-distance travel, and cross- 
country routes, where the railway station is not so near, or the 
services less frequent, or the timings not so good. In these 
circumstances, partly through greater convenience, partly owing 
to lower fares, the motor-bus has established a definite ascendancy 
and it will be no easy task for the railways to regain much of this 
traffic. 

On the goods side the competition of road transport with rail 
has become intensified during recent years. Again, this com- 
petition is partly a matter of the convenience of road transport ; 
but it is chiefly a question of charges, especially in the case of goods 
placed in the higher classes of the general railway classification. 
Road hauliers have been able to quote low rates for the higher 
grades of traffic without any statutory obligation to carry com- 
modities in the lower grades, such as ores, iron, coal, limestone, 
or road metal. Knowing both the standard and the exceptional 
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rates of the railways from any station to any other, they can 
undercut the railways with a lower rate, and frequently base their 
charges on the existing railway rate. 

Mr. W. V. Wood, a vice-president of the London, Midland, 
and Scottish Railway, has recently emphasised the probable 
effects of such competition. “ It is clear that the two systems 
cannot live together, and ordinary commercial considerations 
will force a levelling downwards of the higher railway rates and a 
levelling upwards of the lower railway rates, if the conditions 
governing the use of the public roads continue as now.” 

The Road and Rail Traffic Act, 1933, which is now coming 
into operation, will no doubt tend to restrict increased competition 
from road hauliers, since before new licences to operate goods 
vehicles may be granted it has to be shown that there is a need 
for them, and the railways have a right to lodge objections. 
But it must be remembered that the Act permits what is called 
“claimed tonnage” to all existing operators. There can, 
therefore, be no immediate reduction in competition. Moreover, 
the issue of ‘‘ C”’ licences, that is, licences to those traders using 
road transport in connection with their own business and not 
carrying for others, may not be refused for either new or old 
tonnage, except on grounds of former bad conduct or failure to 
observe conditions. But, as stated in the Report of the Royal 
Commission on Transport, 80 per cent. of goods-carrying vehicles 
are owned by traders and manufacturers for providing their own 
collections and deliveries, and one effect of the 1933 Act may 
be to increase the number of traders who provide their own 
transport. There is here, therefore, a wide margin of goods traffic 
which may be still further lost by the railways, or a similar margin 
that may be won back by them under favourable conditions. 

Before the coming of the railways coastwise shipping used to 
be of the greatest importance to British trade, and during the 
nineteenth century it remained a formidable competitor to the 
railways. War-time conditions, however, transferred much of 
the traffic to the railways, and even yet coastwise shipping has 
not fully recovered from this set-back. 

Nevertheless, coastal shipping is by no means a negligible 
competitor with the railways, since it is a very cheap form of 
transport. It has indeed been described as the British equivalent 
of the inland waterways of the Continent. It is particularly 
well suited to the carriage of coal (indeed 60 per cent. of the com- 
modities carried coastwise consist of coal), and for the distribution 
of food-stuffs from ocean-going vessels. 
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Coastwise passenger services operate between London and 
Newcastle, Liverpool and Scotland, while goods services are very 
numerous. From Manchester, for example, cargo liners sail 
weekly to Aberdeen, Dundee, Leith, Kirkcaldy, Newcastle; and 
twice weekly to London, Glasgow, and Greenock. The coastal 
liner services are now utilising road transport to effect collections 
and deliveries, and in this way are able to give direct door-to-door 
services, for which through rates are charged. Containers are 
also being employed. 

During recent years it would seem that the railways have lost 
some of their traffic to the coasting trade. In evidence before the 
National Wages Board a year or two ago, Sir Ralph Wedgwood 
stated that the railways had lost the carriage of two million tons 
of coal from the Midlands to the South in consequence of the com- 
petition of coal shipped coastwise from Northumberland and 
Fife. Coastal shipping rates, he stated, were 16 per cent. 
below their pre-war level owing to the severe depression in the 
freight market. 

A recent important development in the coasting trade has been 
the evolution of Diesel-engined shallow-draught vessels capable 
of working into the smaller ports of the country. Such ships 
are now regularly penetrating to such places as Norwich, Col- 
chester, York, Selby, Lancaster, Bridgwater, Gainsborough, 
Truro, Penryn, Exeter, and Totnes. The total number of ships 
engaged in navigating shallow channels has of recent years 
tended to diminish owing to the “ scrapping ”’ of obsolete sailing 
vessels, but, owing to the substitution of power-driven vessels 
of larger size, the volume of trade has tended to increase. The 
use of such craft has, for example, transformed Norwich as a port, 
and no less than 30,000 to 40,000 tons of sea-borne coal a year 
are now being carried into Norwich, whereas a few years ago the 
port was little used. 

Some of the latest coasting vessels, though of 1,400 tons dead 
weight, have a draught under full load of somewhat under 14 ft., 
and can therefore enter ports formerly used by only the smallest 
coastal liners. The ships are fitted with the most modern equip- 
ment for the handling and stowage of cargo, and are therefore 
independent of the dock facilities—formerly a question of con- 
siderable difficulty. It is indeed true to say that the British 
shallow-draught coasting trade is being rapidly revolutionised. 

Air transport is the third, and most recent, competitor with 
rail transport. Its great advantages are speed and independence 
of the nature of the route traversed, since direct journeys over 
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both land and sea are possible. In other countries, notably 
Germany and the U.S.A., air transport competition has been 
severely felt by the railways; but in Great Britain the compara- 
tively short distances have prevented any rapid development of 
internal air transport lines up to the present year. The advantage 
of speed is somewhat reduced by the time taken to travel from 
the centre of towns to the adjacent aerodromes. In the next 
table statistics are given relating to air transport in this country 
for the years 1929-33. It will be seen that the total mileage 
flown, even for 1933, amounted only to a little more than three 
million miles. 


TABLE IV. 

1929. 1930. 1931. 1932. 1933. 

No. of “‘ permanent ’’ licensed aecro- 
dromes at December 381. é 36 50 58 68 79 

No. of pilot licences current at 

December 31: 

Class A . 1,063 1,708 2,091 2,397 2,611 
207 252 315 369 441 


lass B* 
Membership of Aero Clubs : 
No. of members holding Civil 
Pilot’s certificate 
Registered aircraft (including Im- 


3,873 5,808 6,572 4,629 + 4,931 fF 
717 1,270 1,526 1,106 t¢ 1,569 


perial Airways) : 
Total . 600 846 924 981 1,055 
No. on regular services . ‘ 28 35 35 42 60 
Mileage flown for hire or reward on 
regular and non-regular services, 
passenger and freight traffic (in- 
cluding Imperial Airways) . - | 1,888,000 | 1,437,000 | 1,604,000 | 2,090,000 | 3,075,000 


* 25-40 per cent. of these pilots hold ‘‘ A ”’ licences also. 

+ These figures are not strictly comparable with those of the preceding years, since the member- 
ship figures of 7 aero-clubs under National Flying Services, Ltd., which ceased to receive Govern- 
ment assistance in July 1932 are excluded. 


During the present year, however, great activity has been 
shown in the inauguration of internal air routes. In March 1934 
a total mileage of approximately 5,000 route miles, or roughly 
a quarter of the railway route mileage, was contemplated by 
various undertakings taken together. Not all these schemes 
may come to fruition. Last year the mileage operated over 
regular routes was under 600 route miles. In previous years, 
therefore, the railway companies in this country had no occasion 
to take air competition very seriously, but profiting by their ex- 
perience of road transport competition, and to be prepared, they 
obtained air transport powers in 1929. This year they have 
formed a new company—Railway Air Services, Ltd., in conjunc- 
tion with Imperial Airways, Ltd.—for the operation of internal 
air transport routes. 

Experiments made in the past have not been very encouraging, 
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and last year, for example, the G.W.R. lost over £6,000 on its 
air service between Birmingham, Cardiff, and Torquay; while 
in 1930 the City Councils of Liverpool, Manchester, and Birming- 
ham had to subsidise the internal experimental routes of Imperial 
Airways, Ltd. 

In the past the best results have been shown where air trans- 
port could take shorter routes than the rail, or routes involving 
a sea passage—e.g. the air ferries between Bristol and Cardiff, 
Hull and Grimsby, Glasgow and Belfast, London and Cowes, 
Thurso and the Orkneys. 

In August of this year Railway Air Services introduced a 
route between London, Birmingham, the Isle of Man, Belfast, 
and Glasgow, whereby it is possible to leave Glasgow at 9.15 a.m. 
and reach London (Croydon) by 1.30 p.m. Leaving London 
again at 3.10 p.m. one could be back in Glasgow at 7.30 p.m. 

The importance of this year’s developments are due to the 
employment of faster aircraft. The machines used in 1930 on 
the Manchester—London route had a cruising speed of 90 miles 
per hour, but to-day the machines which are being employed are 
capable of over 140 miles per hour. Another important develop- 
ment is the utilisation of these services by the Post Office for the 
carriage of mails. 

If the new services commenced this year can survive as a 
commercial undertaking, a new era in British transport will have 
been inaugurated. But when full account is taken of all the costs 
of operation this is extremely doubtful, unless a subsidy in some 
form is granted them. 

The decline in railway traffic which has taken place during the 
post-war years has been due, as I have said, to a variety of causes, 
including economic depression, the shrinkage in world trade, 
and competition from other modes of transport. It is a very 
difficult matter to disentangle the effects of the various causes, 
and no very definite conclusions can be reached on this point. 
The effects of road competition are, however, incontestable, 
and the abstraction of traffic by this competitor is reflected in 
the general trends in traffic statistics for general merchandise 
and passenger services during the post-war period. 

Fluctuations in national prosperity are clearly indicated by 
variations in the volume of traffic (e.g. the peaks of 1920 and 1929 
stand out clearly, as does the trough of the great depression), 
and these have affected traffic of all kinds. The improvement 
in the internal economic position of the country is definitely 
indicated in the monthly traffic statistics of the past year, but 
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it cannot be expected that the prosperity of 1929 can be attained 
until the international trading position improves. 

The chronic depression in the old pre-war export industries 
has naturally led to a fall in the traffic provided by them; thus 
even in the comparatively good year 1929 the tonnage of coal, 
coke, and patent fuel carried by rail was only 91-8 per cent. of 
that in 1913. By 1931 this traffic had fallen off by a further 
333 million tons. Now coal traffic has until recently been 
practically immune from road competition, and it is only during 
the past few years that coastwise competition has become some- 
what more severe. A considerable fall in other mineral traffic 
since 1913 is obviously due to a similar cause. 

General merchandise traffic shows a fall of more than 10 
million tons comparing 1929 with 1913, despite the fact that the 
industrialisation and population of the country have increased 
since 1913. In this case, there is no doubt but that road com- 
petition has been the prime cause of the loss of traffic. The 
considerable expansion in the lighter industries of Great Britain 
hardly appears to be reflected at all in railway traffic. These 
industries are well suited to road transport, and in fact many new 
factories are now built not at rail-side, but on the main roads 
and utilise road transport for all their requirements. 

As regards passenger transport, the very marked decline in 
First Class travel from 23} million journeys in 1913 and 34} 
million journeys in 1920 to only 17} million journeys in 1929 is 
no doubt in large part—though by no means altogether—due 
to the increased use of motor-cars. The fall in Third Class travel 
(756 million journeys in 1913, 823 million in 1920, and only 657 
million in 1929) is due to the competition of the motor-bus and 
motor-coach. In estimating the effects of road competition it 
must be remembered that it is not sufficient to measure the 
figures of to-day against those of 1913. The railways have failed 
to obtain their share of the new traffic which has arisen since 
1913 owing to increase of population or from the tendency of 
journeys per capita to increase as the years go by. 

The only direction in which rail traffic has definitely held its 
own is in parcels traffic. Season ticket travel by train, it is true, 
has increased since 1913, but the railways have not gained a 
proportionate part of the new traffic, which must be very con- 
siderable bearing in mind the trend of population away from the 
centres of towns to outlying districts. 

Turning next to consider the reasons why traffic hitherto 
rail-borne has been captured by other forms of transport, it is 
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obvious that the effects of the war, though they gave the rail- 
ways an advantage over canals and coastwise shipping, were 
responsible for a set-back to railway efficiency, and thus gave 
road transport an opportunity to develop in its initial stages. 
Next the strikes of 1919 and 1926 resulted in the loss of much 
traffic to the roads and it is certain that much of this was never 
regained. The question of relative cost to the user has naturally 
been an important factor in determining the distribution of 
traffic as between road and rail, though it has not been the only 
factor. For many kinds of traffic, especially those placed in the 
higher classes of the railway classification, road transport except 
over long distances has been cheaper. Here we are faced with a 
fundamental difference in principle. The railways base their 
classification in the main on the value of the commodity, while 
road transport bases its classification on the cost of the service. 

Relative costs to the user as between road and rail are affected 
by a variety of considerations such as transhipment, the degree 
of packing required, loading and unloading, the possibility of 
return loads, the volume of the traffic offering, distance, frequency 
of journeys, wage rates, and labour costs. 

Road transport generally has the advantage where the haul 
is for short or medium distances, where return loads are avail- 
able, where the articles require careful handling, or where the 
traffic passes in quantities sufficient for a van or lorry load. 
The advantages of road transport in regard to cost are, for 
example, well illustrated in the case of furniture removal, where 
road quotations in the past have often been very much below 
rail. The railways are now, however, trying to regain this 
traffic by means of containers. 

Road transport has definite advantages for local deliveries 
and collections and for transit up to a certain distance, which 
varies with the nature of the traffic. On the other hand, beyond 
a certain distance for most kinds of traffic, for transport in bulk, 
and where certain ancillary services have to be performed, the 
rail has a definite superiority. 

Cost, however, has not been the only factor in determining 
the relative economic spheres of the two forms of transport. 
As already indicated, speed, convenience, and incidental advan- 
tages have also to be taken into account. The motor vehicle 
is at the direct command of the user; it can readily be adapted 
to suit special requirements; there is a lessened liability to 
damage and pilferage; prompt service can be given; the goods 
can be loaded and unloaded by men conversant with the special 
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requirements of the business. The location of the consignor’s 
or consignee’s premises may be a further factor affecting the 
choice of transport methods. Again, the motor vehicle has a 
considerable publicity value for certain traders. 

On the other hand, the reliability and speed of the railway, 
especially on long distances, give it an advantage. The relative 
advantages are well illustrated in the case of perishable com- 
modities. Fish traffic, for instance, which often goes long 
distances, and which must arrive in time for the market, goes 
by rail; fresh fruit, which can be sent direct by road from the 
grower to near-by towns, goes by road. Again, long-distance 
milk traffic in bulk, generally, though not always, goes by rail; 
sort-distance collections from farms or deliveries to neighbouring 
towns go by road. 

In the case of passenger traffic, the road has gained most 
on the short haul. Motor-buses can be operated so as to give a 
more frequent service; they can go right into the centre of the 
towns, and they may pass by the door of the traveller. They 
do not require a very heavy traffic in order to prove remunera- 
tive. But on the long journey the motor-bus is slow—even the 
long-distance express services in operation just prior to 1930 
were generally competing with the railways in price only. Costs 
were low because of the user obtained from the vehicles and the 
cheap “summer ” tickets had not then been introduced. Road 
transport cannot deal so successfully with intensive passenger 
traffic as can rail. 

In the case of air transport competition depends almost 
entirely on speed. Air transport in this country shows to the 
greatest advantage where rail transport is slow because of round- 
about routes or where transfer between rail and sea is involved. 

It must, I think, be admitted that until the last few years 
the railways either did not realise the extent to which road 
transport was likely to develop or, at least, were slow to take 
steps to meet the competition which was arising. Prior to the 
advent of road transport the railways relied too much on their 
established position. They were inclined to wait for traffic to 
come to them, since in most cases no other mode of transport of 
equal efficiency was available. It is true they employed can- 
vassers, but canvassing for traffic was not undertaken to the 
same extent or with the same zeal as it is to-day. The needs of 
their customers were not made a special subject of study. There 
was a tendency to wait for complaint to arise before altering an 
existing mode of operation or the kind of service offered, except 
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in those cases where an operating economy to the benefit of the 
company was likely to be effected. Examples are not far to 
seek. On the passenger side they failed to see the latent demand 
for a more frequent service of trains at more regular intervals, 
especially on branch lines. On the goods side they took in- 
sufficient notice of the changes in the needs of traders. Owing 
to the more rapid changes of fashion, to the necessity of holding 
a greater variety of goods and at the same time keeping working 
capital low, traders to-day keep smaller stocks of each com- 
modity. Frequently they need to replenish stocks at short 
notice, and consequently demand a more expeditious delivery 
of small consignments. In consequence of these changes, 
merchandise traffic by goods train has definitely tended to go 
in smaller lots, and in many depots the increase in the number 
of consignments per ton of goods handled has been remarkable. 

These demands of the passenger and the trader are admittedly 
expensive to meet. The costs of providing such services with 
the existing equipment or mode of operation are higher than for 
the kind of service hitherto rendered by the railways. A mono- 
poly holder under such conditions may refuse to supply the 
public with what it wants, but where competition exists a firm 
can only do so at the risk of being driven out of business. 

It is true that the Railways Act, 1921, no less than the 
economic depression, made it incumbent on the railways to effect 
economies both in their organisation and in their mode of work- 
ing; and, as we have seen, in spite of the high level of their 
wage and certain other costs, they have succeeded in doing so 
to a marked degree. Yet I cannot help but feel that in certain 
directions economies have been effected at the expense of efficiency, 
though not, as the statistics show, at the expense of safety. 

Within the last few years this policy has, however, been 
reconsidered. A considerable programme of re-equipment has 
been entered upon. Lines are being widened, new locomotives 
and rolling stock are being built, and smaller trains at more 
frequent intervals are being run on branch lines. There is every 
indication that this policy is to be actively pursued in the near 
future. The extension of electrification of lines is a special case 
in point. 

Even more noteworthy are the attempts now being made to 
recover the goods traffic the railways had lost to road transport. 
Braked goods trains have considerably increased since 1928, giv- 
ing a far quicker service from station to station. Containers for 
perishable goods, for furniture, and for special consignments of 
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various kinds are now being increasingly provided, and suitable 
wagons built for their conveyance. Collection and delivery 
services at terminal stations have also been entirely overhauled 
and improved. The delivery areas have been extended. Feeder 
services for the collection of goods by road vehicles have been 
established in many centres, enabling the delivery of goods at 
their destination to be effected on the day following that of 
collection. The delivery of goods has also been expedited by 
the establishment of railhead or radial distribution centres from 
which goods are delivered over wide areas by fleets of motors, 
which thus save the delays of transhipment and quicken delivery. 

Naturally, these new services have taken time to develop, 
and though it is still true that in certain cases consignments of 
less than wagon-load amounts are several days on the journey 
from sender to consignee, the average journey time of consign- 
ments on the railways has been greatly reduced. 

A considerable change in the methods which the railways 
might adopt in dealing with road competition was brought about 
by the Railway (Road Transport) Acts, 1928, which conferred 
road powers on the railway companies. Under these Acts, each 
of the four grouped railways was permitted to own and operate 
road vehicles in any district to which access is afforded by the 
system of the company. The railway companies were also 
allowed to invest in any established road transport concern or to 
enter into agreements with any municipality, company, or other 
concern. Rates and charges, however, are subject to review by 
the Rates Tribunal on application by interested parties, and 
notice of any agreement must be given to the Minister of Transport. 

Until these Acts came into operation the railways were fight- 
ing with one arm tied. The road arm is now free, and the rail- 
ways have already shown that they intend to use it freely, not 
only where it is actually remunerative, but wherever it is felt 
desirable to improve efficiency and effect quicker delivery of 
goods. The liberty conferred on the railway companies by the 
Acts is very wide, and except in the matter of charges for regular 
services—which will, it is likely, be always a minority of the 
services required—puts the railway companies in a position to 
compete with the road haulier with absolute freedom. 

An “ideal distribution” of traffic would provide for an 
economically sound division of function between road, rail, and 
other forms of transport, and would take into account, not only 
the price to the consumer and the cost to the operator, but also 
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division of function would provide that every passenger and 
every ton of goods would pass by that mode of transport or 
combination of modes which would provide the most efficient 
service at the least cost to the community. In this way over- 
lapping, redundant, or unnecessary services would disappear, 
and each form of transport would convey just those passengers 
and goods for which it was best suited. Such a division of 
traffic between the different modes of transport would be deter- 
mined by the demand of those who required it and the facilities 
offered by those who provided it, while the incidence of cost to 
the community should be such as not to involve the subsidisation 
of any one form at the expense of the others. 

Sir Josiah Stamp, in his Presidential Address to the Institute 
of Transport, examined this particular problem from the point 
of view of expenditure of capital. He argued that if all forms of 
transport were subject to one authority, such a body would be 
failing in its duty if it extended one form of transport—other 
things being equal in the matter of service—instead of another 
which would have involved less expenditure or given better 
results for the same outlay. But, as he pointed out, under 
present conditions there is no guarantee that any one section of 
transport, in ignorance of the true costs or scientific position of 
the other, may not embark capital on projects which may be 
quickly rendered obsolescent by imminent advances elsewhere, 
or alternatively it may fail to embark capital for fear of obsoles- 
cence which in fact does not occur. We have, as he pointed out, 
not yet reached the stage where rival forms come together and 
agree that a particular piece of transport development should 
be undertaken by that form of transport which can do the work 
for least cost taking into account any public expenditure involved. 
He added that ‘‘ Even governmental application of capital to 
transport itself is quite empirical, especially if it has responsi- 
bility for one form and not for another. How much more is the 
application of capital by a hundred different agencies ? ” 

The difficulties of distributing traffic on any “ideal basis” 
have been strongly emphasised in the Final Report of the Royal 
Commission on Transport. ‘ But as things are to-day,” they 
ask, ‘‘ is such a state of affairs, or even any approach to it practic- 
able? Who is to decide, for example, what rail services are 
desirable in the public interest and what amount of coastwise 
shipping? Or what goods should in the national interest be 
sent by rail, road, canal, or ship? ‘To propound the question is 
sufficient to bring home the immense difficulty which it involves.” 
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They suggested, however, a rough approximation to this 
position in one particular, since they were of the opinion that 
it is not in the national interest to encourage further diversion 
of heavy-goods traffic from the railways to the roads. ‘Such 
further diversions would add greatly to the expenditure on 
highways and tend to make the railways unremunerative without 
conferring any commensurate advantage.” 

The Salter Committee endorsed this view, and recommended 
that the Minister of Transport should be given power to prohibit 
by regulation (after consulting the Advisory Committee which 
they recommended should be set up) certain classes of traffic 
which are unsuitable for road haulage from being transferred in 
the future to the road. They added that there is room for a 
scientific inquiry as to the most economic form of transport for each 
class of goods, having regard to distance and other considerations. 

The ideal distribution of traffic could only be brought about 
if it were possible to secure that each piece of-transport service, 
by whatever mode of transport it was effected, was charged for 
at a rate sufficient to cover its true cost of production. But the 
difficulties of determining such true costs are very great indeed, 
and especially so in the case of both rail and road transport. 
On the railways it is impossible unless one makes large and 
arbitrary assumptions in the division of costs between different 
categories of traffic, yet requiring the same permanent way, 
much common equipment, and many common services. It is 
equally difficult in the case of road transport—as the Royal 
Commission on Transport and the Salter Conference realised— 
if one is to take into account a proper share, according to user, 
of the cost of construction and maintenance of roads, the cost 
of signalling road junctions, the cost of street widenings in cities, 
and the construction and maintenance of terminal and junction 
stations. It would appear that in both cases we can only 
approach the problem by empirical methods. The real cost of 
production eludes us. 

To what extent is it possible for the railways to find some 
solution of their problem by an alteration of their present 
(statutory) system of charging? Such a step is advocated by 
many railway critics at the present time. The proposals range 
from a general lowering of rates and fares—based on the assump- 
tion that the elasticity of demand for rail transport is such that 
a higher aggregate net revenue would thereby be obtained—to 
schemes involving a revolutionary change in the general structure 
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Prof. Pigou, in his Economics of Welfare, makes a careful 
analytical examination of the contrasted methods of charging 
according to value of service and cost of service, and comes to 
the conclusion that the latter mode of charging would bring 
about a better distribution of national resources and thereby 
increase national welfare. But his argument is by no means 
clear, nor does he indicate how the system could be carried out 
in practice. He admits that to apply the system would involve 
a number of delicate adjustments, since rates would have to 
vary with the incidental costs attaching to each service, and 
with the time at which it is provided in relation to the peak 
of the load. To provide for these adjustments would often be, 
as he again admits, a very difficult matter, involving costly 
technique and account-keeping. Eventually, he compromises by 
stating that it is a matter of how near to the ideal of cost of 
service it is desirable to approach, and of determining at what 
point the advantage of getting closer to cost of service is out- 
weighed by the complications, inconveniences, and expense 
involved in doing so. Moreover, there is the point that any 
change-over to a system of charging based essentially on cost of 
service would cause a very considerable disturbance in the 
present distribution of economic resources and activities. Various 
economic equilibria have been established on the basis of the 
present system of charges—e.g. location of plants, organisation 
of the heavy industries, etc., all of which would be disturbed 
by such a fundamental change. The matter is, for example, 
linked up with our present export industries, since in the past 
the mainstays of our export trade have been the coal, iron, 
steel, heavy chemical, and heavy engineering industries, all of 
which obtain the advantage, under the present system of differ- 
ential charging, of low railway rates. Obviously, a change of 
such magnitude would create great opposition from many people 
who would fear that their position would be adversely affected. 
There is, indeed, little doubt that public opinion would strongly 
resent any sweeping changes. On the other hand, should the 
nature of our export trade change in character in the future or 
should we develop our home markets at the expense of our 
exports, there would probably be less opposition to the change. 
Nevertheless, as Mr. Wood has indicated, some change in the 
structure of railway charges must be made, unless the competi- 
tion between rail and road transport is put on a more equitable 
basis, or their competitive superiority in given cases can be 
more clearly established. 
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Prof. Pigou has emphasised the importance of the time factor 
in relation to peak loads; but it is also necessary to consider 
the load factor itself. Some advocates of railway reform, such 
as Mr. M. F. Farrar, have based their proposals on a considera- 
tion of this factor. It must, I think, be admitted that the 
load factor, both in relation to time and volume of traffic passing 
in a given consignment or on a given section of line, is of con- 
siderable importance. The influence of this factor is already 
seen at work in current railway practice. For though railway 
rates are based in the main on the value of the service, other 
factors are also taken into account. An example of the influence 
of the time factor is that of reduced fares on certain suburban 
routes for traffic outside the peak hours. The load factor is 
also taken into account in ‘‘ minimum consignment ”’ rates, 
the rate for small consignments, and in those special or excep- 
tional rates which are granted in consideration of the traffic 
passing in bulk—e.g. full wagon or full train loads. _ 

The question is how far could the practice of charging accord- 
ing to the load factor be extended with advantage. Costs to a 
railway are at a minimum when its capacity is fully employed. 
It could, I think, be argued that charges should be varied accord- 
ing as the particular demand for transport services increases or 
diminishes the load factor. If certain traffics involve only the 
partial utilisation of equipment which nevertheless has to be 
provided—e.g. traffic passing in less than full wagon or full 
train loads, provision of additional terminal facilities, ete.—then 
it might be said that the charges should be higher than for 
traffic which gives a better utilisation of equipment. 

In the somewhat analogous case of electricity supply, it is of 
interest to note that charges are more and more being based on 
considerations relating to the load factor. Electricity cannot be 
stored economically. Hence any demand that comes on at a 
peak hour has, so to speak, to have part of the capital of the 
generating machinery allocated to it. But if a new demand 
came on only between peak hours, this allocation would not 
be necessary. | 

It is conceivable that the system of railway charging accord- 
ing to the load factor may be taken more into account in the 
future; but it is difficult to see how it could be applied as a 
universal method. It is still more difficult to see how it could 
prove a solution of the problems to-day confronting the rail- 
ways. Road competition alone, and perhaps that of air trans- 
port in the future, not to mention the increasingly retail character 
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of trade, would wreck any attempt to enforce a rigid adherence 
to this principle. 

I see, therefore, no real solution of the problem along either 
of these lines. Meanwhile, there is considerable diversion of 
traffic from a more economic to a less economic mode of transport. 
How is this to be prevented ? 

In a noteworthy article in the Economic Journat, June 
1922, on “ Communication Costs and their Interdependence,” 
the late Sir William Acworth drew attention to the uneconomic 
diversion of traffic which may occur when one form of traffic 
is subsidised by the State. ‘‘ There is,’ he said, “a real dis- 
tinction between the cost of providing a means of communication 
which is of general—or at least of wide—public benefit, and the 
cost of its use, which normally benefits only the particular user.” 
If, however, in one case the user, whether passenger or trader, 
has to pay the whole cost of his use, including the cost of pro- 
viding and maintaining the specialised road as well as the actual 
conveyance cost, whilst in another use he is called upon to pay 
either a conveyance cost only, or the cost of conveyance plus some 
of the cost of maintenance of the roadway, uneconomic diversion 
of traffic from one mode of transport to another is likely to 
occur. He quotes numerous instances of such diversions of 
traffic, not merely from railways to roads, but also from railways 
to canals or coastwise shipping. 

“Tf it be reasonable to charge upon the user of a macadam 
road the cost of use only, there seems no a priori reason why a 
similar policy should not be adopted in the case of a railroad.” 
He foresaw, however, the very great difficulty there would be 
in apportioning the cost of construction and maintenance to the 
users of the roads or other mode of transport. In the case of 
the roads, even if the capital cost incurred up to a given point 
were ignored—as, in fact, the Salter Committee later proposed 
that it should be—it would be a task of well-nigh insuperable 
difficulty to work out a new scheme of tolls or licences which 
would apportion the remaining costs even approximately and 
with only rough justice as between the many different classes 
of users. 

His plea, therefore, is that the cost of construction of com- 
munications—using the term in a broad sense—together with 
the annual cost of their maintenance should be a State charge, 
undertaken in the economic interests of the whole community. 

The adoption of such a policy would mean not only a drastic 
revision of the present system of road taxation, but also the 
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handing over of the permanent way of the railways at a fair 
valuation to the State, which would then become responsible 
for its maintenance. 

The difficulties of getting public opinion to approve such a 
scheme are obvious, and were fully recognised by Acworth him- 
self. The railways are private enterprises, and the suggestion 
that the taxpayer or ratepayer should be called upon to pay 
any part of the cost of construction and maintenance even of 
new lines, much more of lines constructed in the past, ‘‘ would 
come as a shock” to the average Englishman, though both in 
Paris and New York this has, in fact, been done in the case of 
urban lines. This would be the first difficulty. Nor is it likely 
that public opinion would be won over by the fact that both in 
this country and in the U.S.A. laws have been passed limiting 
the profits which railways may earn to a reasonable return on 
their invested capital. 

But there is a further difficulty. It is obvious that if the 
railway companies were relieved of this part of their cost of 
operation, railway charges could be very greatly reduced. The 
capital expenditure of the four grouped companies to December 
31, 1933, on the lines open for traffic or under construction 
amounts to £795 million. Interest on this sum at 4 per cent. 
would amount to £31-8 million. Maintenance of way and works 
amounts to £16-8 million. Though a considerable reduction 
would have to be made from both these items in respect of works 
which are not part of the permanent way, it is clear that the 
railways would be able to make sweeping reductions in their 
charges and yet earn their full standard revenue as fixed by the 
Railways Act, 1921. 

But would this in itself secure that economic distribution of 
traffic, both of passengers and goods, as between competing 
modes of transport, which is the distribution desired? Though 
it would remove some glaring inequalities, as between road and 
rail, it would not really effect the object Acworth had in mind. 
The cost to the State in providing and maintaining the com- 
munications for each mode of transport might easily prove to 
be heavier for a unit of transport work undertaken by one mode 
of transport than by another. Nor is it easy to see how the 
State might so adjust the scales that traffic—having regard to 
the kind of service required—would pass by the most economic 
method. In the absence of such adjustment the economic loss 
to the community would be considerable. 

Whilst, therefore, we can agree with Acworth that “it is 
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incumbent on the Government so to shape its policy as to 
encourage that means of communication which in each case is 
on the whole the most economical to the community at large ” 
and that “to permit individual users to employ a means of 
communication which, though the total cost is greater, is cheaper 
to them because they can impose on the taxpayer or ratepayer 
a portion of the cost is economically unsound,” yet we cannot 
but feel that a solution of the problem is not to be found along 
the lines he indicates. 

Nor do I think a solution is to be found in an attempt to 
bring about some rational and economic division of traffic as 
between rail and road, as was advocated by Mr. G. Walker in 
his paper to this Section at Leicester last year. Under his scheme 
the railways would be considered not as a whole but by sections, 
distinguishing those sections which could and those which could 
not be worked profitably under a revised scheme of charges 
dictated not by adherence to the general railway classification, 
but by the exigencies of the situation, the charges being higher 
where the traffic is light than where it is heavy. The profitable 
lines would thus, he claimed, be able to earn a reasonable net 
revenue. The unprofitable lines would be closed down and their 
capital cost written off. The areas of the latter would then 
become entirely dependent on road or other modes of transport. 
It is even asserted that, of the 20,000 route miles, as much as 
10,000 miles might have to be closed, and that, in fact, the only 
lines to be kept open might be the main lines between large 
towns. 

The adjustment required from the road transport industry 
would be equally drastic. Under such a scheme it would be 
required to serve only those routes, or areas, where traffic is 
both light and irregular, and where return loads are not by any 
means certain. Each mode of transport would have a virtual 
monopoly in its own area. 

It is hardly necessary to dwell on the opposition which such 
a division of traffic would call forth not only from the railways, 
but from the road hauliers, and, more important still, from the 
traders. It is sufficient criticism of such schemes to say that 
they fail to take account of the great diversity in transport 
needs, and in the most economic methods of meeting them. As 
modern practice is increasingly showing, a combination of rail 
and road transport is often the most efficient and economic 
method of meeting a given demand, particularly in the case of 
small consignments the delivery of which is urgently required. 
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Moreover, it would entail carrying by road in certain areas, 
traffic for which road haulage is unsuitable and uneconomic; 
or in other areas sending goods by rail for which rail transport 
cannot give the kind of service required. 

It is not, therefore, by division into areas or spheres that 
the problem can be solved. Both rail and road transport are 
necessary in all areas, except those of very sparse population. 
The decision as to which shall be employed for a given piece of 
transport must be decided by relative efficiency and relative 
cost in meeting the demand. The two modes of transport must 
in this sense necessarily be in constant competition with each 
other; and it is desirable that they should be so. The real 
problem is whether those costs can be sufficiently nearly deter- 
mined in any case to decide which is the more economic. 

A new phase in the competition between rail and road trans- 
port has arisen as a result of the Road and Rail Traffic Act, 
1933. Under Section 37 of Part II of this Act, a railway company 
may, subject to the approval of the Railway Rates Tribunal, 
make such charge or charges for the carriage of the merchandise 
of any trader as may be agreed upon by the Company and the 
trader. Such “ agreed charges ”’ must, however, not be approved 
by the Tribunal if the object may, in its opinion, be secured, 
having regard to all the circumstances, by the grant of appropriate 
“ exceptional rates’ as provided for in the Railways Act, 1921. 
Moreover, it is important to note that a railway company in 
respect of an “agreed charge” is exempt from the obligation 
to make equal charges to all persons under like circumstances, 
and from the obligation to accord no undue preference to any 
person or firm. The consequences of this to traders will be 
considered later. 

Already over 500 applications for “agreed charges” have 
been made on the goods side alone, and a large number have 
been sanctioned by the Tribunal. Judging from the number of 
inquiries received by the railways, this system of “ agreed 
charges,’ which may take the form of a flat rate on all the traffic 
of a firm, irrespective of distance or the diverse nature of the 
goods, would seem to offer definite advantages to a number of 
traders. The agreements so far made include a provision that 
the trader should hand to the railway the whole of his traffic 
to which the ‘“‘ agreed charges” are applicable. In one case— 
one of the greatest interest—the charge is based not “ per 
package” or “ per ton,” but on an ad valorem basis of 4} per 
cent. of the total value of the goods purchased by the trader. 
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Such a basis of charge, whilst not unknown in the case of road 
haulage, is a distinct innovation in the case of railways. It is 
obvious that these “ agreed charges ” may help to reduce account- 
ing and clerical costs both to the trader and the railway com- 
pany. But to the railways the main advantages are that they 
will secure additional traffic and eliminate the risk of further 
diversion to road transport. The provision in the Act of 1933, 
which made these charges legal, was inserted as a result of an 
adverse judgment by the Railway Rates Tribunal in 1932, in 
the celebrated ‘‘ Robinson Case,” when an agreed charge in the 
form of special exceptional rates proposed by the Great Western 
Railway was refused on the ground that these were not new 
exceptional rates within the meaning of the Railways Act, 1921. 
The Act of 1933, therefore, relieved the railways of a statutory 
limitation which did not apply to their road transport competitors. 

If the number of successful applications for “ agreed charges ”’ 
is any indication, it would seem that this new system of charg- 
ing is likely to be considerably extended, especially in the case 
of the larger traders. It is a development of the utmost sig- 
nificance in the history of rail and road competition. The 
system of differential charging prescribed by Parliament in the 
earliest Railway Acts, and continued in successive Acts, had 
already been seriously undermined by the great extension of 
*‘ exceptional rates,” despite the attempt in the Railways Act, 
1921, to reduce their number by the device of increasing the 
number of classes in the general railway classification from 
8 to 21. “ Agreed charges” are a still greater departure from 
the principles of that classification. 

The result of a large extension of the system of “ agreed 
charges” will undoubtedly be still greater competition with 
road hauliers, and much of this cannot fail to be extremely 
wasteful to the community. But the effect on traders generally 
is even more serious. If the railways make individual contracts 
with particular traders, others in the same line of business will 
no longer be able to rely, as they have been able in the past, 
on non-preferential treatment. The appropriate flat rate to one 
trader may, owing to the different nature or scale of his business, 
be higher than the flat rates to one or more of his competitors. 
Hitherto, except in certain cases where the quantity of traffic 
forwarded has differed considerably, he has been able to rely on 
the fact that one of his costs—his costs of transport—is identical 
with that of the others in the same place in competition with 
him. This may no longer be the case in rail rates, just as it 
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has not necessarily been the case with road transport charges. 
That the traders realise the consequences of this is clearly seen 
in the evidence given by them and various trade organisations 
in the course of the hearing of the Robinson and Woolworth 
applications for agreed charges. 

The traders are, in reality, on the horns of a dilemma. They 
cannot ask that the railways should be tied to their former 
methods of charging while they themselves are free to choose 
road transport when it suits them to do so, and at the same 
time to fall back on rail transport when it does not suit them, 
or when it is more expensive to use the roads. In the past the 
traders have had the best of two worlds by utilising road trans- 
port for the delivery of their high-valued manufactured products 
and rail transport for their coal, raw materials, and even returned 
empties. 

What then is the solution of the problem? How can the 
trader’s position be best safeguarded and at the same time 
wasteful competition between road and rail be minimised—a 
competition which will become more intense with the extended 
use of agreed charges? How can the real needs of the country 
in the way of transport be best and most economically met ? 

It would be a foolish and retrograde solution to suggest— 
though this has secured approval in certain countries where 
State railways have been protected by the governments—that 
the great advantages accruing from the development of road 
transport should be forfeited in the interests of the railways. 
These advantages should be secured to the community except 
where they are clearly uneconomic in character. The railway 
companies in effect admit this, as is shown by their own increas- 
ing use of road transport either alone or in conjunction with the 
rail, not only in those cases where they have to meet road com- 
petition, but in cases where this method gives a better or more 
economic service. 

The best solution that I can see is that the railways should 
cease to be regarded as merely railway companies—which as a 
matter of fact they have long ceased to be, as witness their 
numerous and well-developed ancillary undertakings such as 
hotels, docks, canals, housing estates, associated air and road 
transport services, and numerous other undertakings. They 
should come to be regarded as transport companies, undertaking 
a given piece of transport by that means or combination of 
means which appears to them (however impossible it is to ascer- 
tain real relative costs) to be the most economic and, at the 
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same time, most suited to meet the real demand of the traveller 
or trader. 

But this solution would mean the absorption of road passenger 
and goods services—where undertaken for hire or as public 
services and not performed by a firm for the transport of its 
own commodities—by the new “transport companies.” There 
would naturally be much opposition to this solution, and public 
opinion would have to be educated. 

This, however, is the solution of the problem which has been 
adopted by the Irish Free State. The Transport Act, 1933, of 
the Irish Free State provides, subject to the approval of the 
Minister of Transport, for the compulsory acquisition of all road 
transport agencies by railway or shipping companies. 

It is significant, too, that a similar solution has been recom- 
mended by Sir Felix Pole in his Report of July 21, 1934, to the 
Government of Northern Ireland, who had requested him to 
submit recommendations for co-ordinating road and rail trans- 
port in that country. He advises the formation of a Road 
Transport Board to include all road transport services, both 
passenger and goods. Further, he recommends that the Board 
should be compelled to pool its revenues with the railway com- 
panies. He was deterred from recommending a single Transport 
Board, combining both rail and road transport, only because 
this would involve special difficulties due to the fact that six of 
the railway companies operate both in Northern Ireland and 
in the Irish Free State. Sir Dawson Bates, the Minister for 
Home Affairs, has since announced that the Government have 
decided to adopt the main principles of Sir Felix Pole’s report. 
“The Government,” he said, ‘‘ have come to the conclusion that 
the only practicable method of achieving the object we have in 
view is to bring the two systems of transport into partnership 
with a common financial interest, and to get them to work together 
instead of against one another, so that the best features of both 
may be used in one system.”’ It is understood that the necessary 
legislation will be introduced in the spring session of Parliament. 
The formation of the London Passenger Transport Board was 
also a step in the same direction, though, as its name implies, 
it is limited for the most part to the carriage of passengers only. 

If the scheme proposed as a solution, namely, the formation 
of “Transport Companies,” were adopted, it might also be 
necessary to include air transport operating on internal routes. 
But this should not be difficult, since the railways, as we have 
seen, already have an interest in some of these services. 
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In this way all the means of land transport would come 
under unified management, leaving competition only between 
land transport and canal or coastwise traffic. This is probably 
capable of being distributed on a more economic basis under 
competition than in the case of road and rail, and it could 
therefore be left to the forces of competition. It would thus be 
left to the transport company to decide whether a given piece of 
transport should be effected by rail or by road, or by a com- 
bination of the two, but with due regard to the service required 
by the community. Obviously it would be to its own interests 
to effect it by the most economic method. Its own net revenue 
will be diminished by mistaken methods. And though, as we 
have seen, it will still be impossible for it to work out exact costs 
of operation, either for rail or road, it should be able to do so 
approximately on certain general assumptions based on experi- 
ence, and in this it will be appreciably helped by the fact that 
both methods of operation are within its own control. _ 

This solution involves, of course, a considerable degree of 
monopoly. The fact has to be recognised. But it should be 
remembered that in this matter transport would only be adopt- 
ing in its own special way the method of rationalisation that 
has had to be applied in different ways and in different degrees 
to other industries. 

The interests of the community could be safeguarded. The 
principle of limitation of profits could be applied to the new 
transport companies as it was applied to the railways in the 
Railways Act, 1921, and as it is applied to other public utility 
undertakings. Provision would have to be made so that the 
companies would share in increased profits or reduced costs due 
to greater efficiency of operation. 

The main difficulty would, of course, be to ensure that the 
monopoly companies should be kept to a high degree of efficiency, 
and that they should continue to meet in a satisfactory way 
the real and ever-changing transport requirements of the com- 
munity. This might be effected by a transformation of the 
Railway Rates Tribunal, which no longer performs any vital 
function, into a statutory body charged with the express duty 
of seeing that the transport companies are working with due 
economy and efficiency and at the same time meeting the reason- 
able and legitimate demands of the travelling public and those 
engaged in industry and trade. Such a body should have power, 
with certain safeguards, to compel a reluctant company to 
institute a change in its services or methods of operation. There 
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would remain, too, a certain check on efficiency, since it is not 
proposed to restrict the use of private motor-cars or traders in 
the use of their own road vehicles for the purposes of their own 
business. 

Despite the development of the new forms of transport, rail- 
ways still remain the backbone of the transport services of the 
country. They are likely to remain so for many years to come. 
They are still the most economic mode of transport for many 
purposes. But to meet modern requirements they need to be 
supplemented by other modes of transport. This, I venture 
to think, can be done most effectively and economically when 
the different modes of transport are under one management. 

H. M. Hattswortu 


THE “NEW DEAL” IN THE UNITED STATES 


I. THe AGRICULTURAL ADJUSTMENT AcT: PRINCIPLES, 
PRACTICES AND PROBLEMS 


I 


Tue central thesis which united the framers of the basic 
legislation of the New Deal was the conviction that economic 
revival depended upon the generation of purchasing power. 
It was an article of faith of the framers of the Agricultural Ad- 
justment Act that one of the primary causes of the economic 
impasse was the destruction of the farmers’ purchasing power. 
This, the framers of the Act held, was due to the catastrophic 
fall in agricultural prices. 

The framers of the Act had passionately asserted for years 
that it was necessary to restore the price level of agricultural 
commodities if the American farmer was once more to become a 
customer of any significance for American industry. They had 
pointed out without ceasing the ridiculousness of making inter- 
national loans which could never be repaid in order to maintain 
and expand the foreign market when the great natural market 
of the American farm population was dwindling steadily away. 

The opponents of the Act argued against the principle of raising 
the price of farm products that it would be only the labour of 
Sysiphus, since if agricultural prices were raised, the cost of living 
would be increased, wages and other manufacturing costs would 
also increase, the prices which farmers paid for industrial products 
would rise, and the farmer and everybody else would be no better 
off than before. The framers of the Act believed, on the contrary, 
that if the purchasing power of farmers were increased, this would 
not cause the price of a strictly limited quantity of industrial 
products to rise, but would primarily express itself in an enlarged 
output of industrial goods by productive factors otherwise un- 
employed, so that an important net gain in national income would 
be realised. 

The framers of the Act knew, furthermore, that the portion of 
the consumer’s dollar which went to pay transportation, pro- 
cessing, and merchandising of farm products had increased when 
the price of agricultural commodities declined. In the case of 
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wheat, for example, the price charged by the railroads, the millers, 
and the bakers for their services in the process of changing wheat 
into bread, had been reduced very little during the period of decline 
in farm prices.1_ The precipitous fall in the price of wheat had 
meant only a very modest decline in the price of bread. It was 
argued, therefore, that if the decline in agricultural prices had 
resulted in a very small saving to the consumers of agricultural 
products, raising the price of agricultural products would not 
greatly increase the cost to the consumers of these products. 

Beyond this, the framers of the Act knew that the burden of 
fixed cost due to interest on mortgages and to taxes would be 
materially lessened by an increase in the price level even if the 
prices of industrial products rose in like proportion. Conse- 
quently, the framers of the Act were convinced that the Agri- 
cultural Adjustment Act, if it resulted in higher prices to farmers, 
would have a definitely stimulating effect on business. 

Even in the case of those commodities where increase in the 
price paid to farmers would cause a substantial increase in price to 
the consumer, the framers of the Act maintained that farmers had a 
right to returns which would enable them to share in what had 
come to be considered the American standard of living. Farmers 
believed that consumers of their products had been getting these 
products at less than a just price. In the case of pork products, 
for example, a material increase in price to the farmer would mean 
also a noticeable increase to the consumer, for in this case the price 
paid to the farmer is relatively a substantial part of the price paid 
by the consumer. The farmer felt, however, that the consumer 
had been getting pork in recent years at a price which did not give 
the farmer decent wages. For all these reasons the framers of 
the Act were determined to carry out a policy of raising the level 
of farm prices. 

This policy is expressed in section 2 of that Act, which is as 
follows : 


“It is hereby declared to be the policy of Congress— 


(1) To establish and maintain such balance between the 
production and consumption of agricultural commodities, 
and such marketing conditions therefor, as will re-establish 
prices to farmers at a level that will give agricultural com- 
modities a purchasing power with respect to articles that 


1 The wheat producers’ share of the retail bread price fell from 1-9 c. per Ib. 
in 1928 to 0°6 c. per Ib. in October 1932. The share retained by bakers, millers, 
and transporters fell from 7-2 c. to 6-1 c. during the same period. 
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farmers buy, equivalent to the purchasing power of agri- 
cultural commodities in the base period. The base period 
in the case of all agricultural commodities except tobacco 
shall be the pre-war period, August 1909-July 1914. In the 
case of tobacco, the base period shall be the post-war period, 
August 1919-July 1929. 

(2) To approach such equality of purchasing power 
by gradual correction of the present inequalities therein 
at as rapid a rate as is deemed feasible in view of the current 
consumptive demand in domestic and foreign markets. 

(3) To protect the consumers’ interest by readjusting 
farm production at such level as will not increase the per- 
centage of the consumers’ retail expenditures for agri- 
cultural commodities, or products derived therefrom, which 
is returned to the farmer, above the percentage which was 
returned to the farmer in the pre-war period, August 1909- 
July 1914.”2 


II 


In order to effectuate the declared policy, the Secretary of 
Agriculture was given far-reaching additional powers, among 
them the following : 

(1) To provide for reduction in the acreage or reduction in 
the production for market of basic agricultural commodities 
through agreements with producers and to provide for rental 
or benefit payments in connection therewith. 

(2) To advance a percentage of any benefit payment on the 
security of stored basic commodities. 

(3) To enter into marketing agreements with processors, 
associations of producers and others engaged in the handling of 
any agricultural commodity or product of such commodity, such 
agreements to be exempt from the anti-trust laws. 

(4) To issue licences permitting processors, associations of 
producers and others to engage in the handling of agricultural 
commodities or their products. The Secretary of Agriculture 
was given the power to suspend or revoke such licences for viola- 
tion of the terms or conditions of the agreements. 

1 The Agricultural Adjustment Act constitutes title 1 of the Act (H.R. 3835) 
approved May 12, 1933, entitled ‘‘ An Act to relieve the existing national economic 
emergency by increasing agricultural purchasing power, to raise revenue for extra- 
ordinary expenses incurred by reason of such emergency, to provide emergency 
relief with respect to agricultural indebtedness, to provide for the orderly liquida- 


tion of joint-stock land banks, and for other purposes.”’ 48 Stat. 31; as amended 
June 16, 1933, ch. 90, 48 Stat. 195, 210, sec. 221, and ch. 98, 48 Stat. 257, 273, 
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(5) To require any licensee under these sections to furnish 
reports on quantities and prices of agricultural commodities or 
their products bought and sold, as well as reports on trade practices 
and charges, and to keep whatever systems of accounts might be 
necessary for carrying out the purpose of the Act. 

(6) To levy processing taxes on basic agricultural commodities.1 

(7) To use funds derived from processing taxes not only to pay 
rental and benefit payments to producers who agreed to reduce 
production, but also for the expansion of markets for agricultural 
commodities and for the purchase and disposal of surplus agri- 


cultural products. 

The Act provides a mechanism for raising the price of certain 
enumerated basic commodities primarily through the device of 
so-called benefit payments to farmers who co-operate in reducing 
production out of funds to be obtained from processing taxes 
levied on the first processors of the enumerated basic commodities. 
The commodities which were specifically denominated as basic 
in the original Act were wheat, cotton, field corn (maize), hogs, 
rice, tobacco, and milk and its products. Actually processing 
taxes were placed upon only five of the basic commodities, namely, 
cotton, wheat, corn, hogs, and tobacco.2 The circumstance 


1 In the words of the Act: 

“The processing tax shall be at such rate as equals the difference between 
the current average farm price for the commodity and the fair exchange value 
of the commodity; except that if the Secretary has reason to believe that the 
tax at such rate will cause such reduction in the quantity of the commodity or 
products thereof domestically consumed as to result in the accumulation of 
surplus stocks of the commodity or products thereof or in the depression of the 
farm price of the commodity, then he shall cause an appropriate investigation 
to be made and afford due notice and opportunity for hearing to interested 
parties. If thereupon the Secretary finds that such result will occur, then the 
processing tax shall be at such rate as will prevent such accumulation of surplus 
stocks and depression of the farm price of the commodity. In computing the 
current average farm price in the case of wheat, premiums paid producers for 
protein content shall not be taken into account. 

‘For the purposes of Part 2 of this title, the fair exchange value of a com- 
modity shall be the price therefor that will give the commodity the same pur- 
chasing power, with respect to articles farmers buy, as such commodity had 
during the base period specified in section 2; and the current average farm 
price and the fair exchange value shall be ascertained by the Secretary of Agri- 
culture from available statistics of the Department of Agriculture.” 

2 The Act was amended in the last session of Congress to include beef and 
dairy cattle, sugar, peanuts, rye, flax, barley, and grain sorghums as basic com- 
modities. Processing taxes and benefit payments have now been provided for 
sugar and peanuts. The rate at which benefit payments are made to contract 
signers naturally differs from the rate at which processing taxes are collected 
by the Treasury. To date, however, the data indicate that processing taxes 
will provide sufficient revenue to meet all benefit payments which have been 


contracted. 
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that only a small proportion of corn is processed and that by far 
the largest amount is fed to hogs by the growers, necessitated 
placing corn and hogs in a joint category so that processing taxes 
derived from the sale of pork products are used as a source out 
of which benefit payments are made to corn farmers who par- 
ticipated in the programme. 

In essence the benefit payments made out of processing taxes 
are additions to price which accrue only to those farmers who 
co-operate in reducing production. Farmers, by this means, are 
induced to reduce production since they cannot afford to forgo 
these rewards. It was intended likewise to furnish a mechanism 
so that the price of the commodity on the internal market could 
be raised to the desired point without destroying the competitive 
position of the commodity on the foreign market at the same time.! 
It was only, however, for the crop year 1934 that the mechanism 
of the processing tax and the benefit payments could get adequately 
into operation, although emergency programmes were carried 
out for the 1933 crop. The measures taken to reduce the cotton 
crop of 1934 will serve as an illustration of the way in which the 
mechanism operated. 

About one million individual contracts were signed between 
the Secretary of Agriculture and cotton-growers.2 By the terms 
of the contract, the grower of cotton agreed to reduce his acreage 
of cotton for the year 1934 by an amount not less than 35 per 
cent. and not more than 45 per cent. of his five-year average 
acreage. This the grower did by leasing to the Secretary of 
Agriculture the acres on which he agreed not to plant cotton. 
The cotton producer specified in the contract the exact reduction 
in numbers of acres which he agreed to make. At the same time 
the producer agreed to reduce his planting of cotton in 1935 by 
not more than 25 per cent. of his five-year average acreage in 
case the Secretary of Agriculture should proclaim his intention 
of continuing the cotton acreage reduction plan for 1935. 

The producer agreed in addition not to increase the total 
acreage planted to all crops after deducting the contracted 
reduction in cotton acreage; not to increase his acreage in any 
basic commodity as designated in the Act; and not to increase 


1 This was the principle of the so-called ‘‘ domestic allotment plan,” upon 
which the present Act is essentially based. There is no processing tax on 
exported commodities. The processing taxes are intended to supplement the 
domestic price so that the farmer will receive a total return per unit for the 
portion of his crop sold domestically equal to that of 1910-14. ; 

2 A total of about three million contracts covering the production of cotton, 


wheat, corn-hogs, and tobacco were signed. ” 
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the number and kind of live-stock designated as a basic commodity 
in the Act. The producer likewise agreed to use the acres rented 
to the Secretary only for soil-improving crops, erosion-preventing 
crops, food crops for consumption by the producer on the farm, 
or for fallowing, or for such other uses as might be permitted by 
the Secretary or his authorised agent. 

Furthermore, the grower of cotton agreed to carry out the 
reduction in acreage in such a way as to maintain a normal number 
of tenants and other employees, to permit tenants the use of an 
adequate portion of the acres rented to the Secretary to grow 
food and feed crops for home consumption and for pasturage 
for domestically used live-stock, and to permit tenants the use 
of work animals and equipment on these acres in exchange for 
labour. These provisions in regard to tenants are peculiar to 
the cotton contract and are due to the particular relations between 
landlords and tenants in the South. 

In return for undertaking these obligations, the cotton pro- 
ducer was to receive from the Government a payment which 
would amount on the average to about 4} cents per pound on the 
cotton which would have been produced on the acres rented to the 
Secretary, based upon the five-year average production, 1928-32. 
Naturally, the signing of a million individual contracts between 
the Secretary of Agriculture and growers of cotton required an 
immense amount of organisation and administration. This 
organisation was carried out by means of local committees of 
cotton producers operating under the guidance and with the 
assistance of the so-called county agents, whose functions pre- 
viously as employees of the Department of Agriculture had been 
largely to give advice to farmers on technical problems of pro- 
duction. These local committees carried on the tremendous 
sign-up campaign, as it was called. The signed contracts were 
later sent to Washington, where they were checked up and, if 
found valid in all respects, were the basis upon which benefit 
payments were made to the cotton-grower. 

By the terms of this contract a landowner who was also the 
operator of a cotton-producing farm would on the average have 
received a payment of about $7-85 per acre on the land withdrawn 
from cultivation.1 Viewed strictly as rent, this would have been 
a very liberal compensation, since it was much larger than the 
average rent which he could have obtained from this land. How- 


1 The average production of cotton in the United States during the five- 
year period used as a base in the cotton contract was 174 pounds per acre; 174 
times 4} cents equals $7:85. 


[ 


vs 


1934] THE “NEW DEAL” IN THE UNITED STATES. I. 573 


ever, this sum was by no means considered as pure economic 
rent, since it was intended to compensate producers for labour 
and capital withheld from production as well as for land withheld 
from production. Since it was not feasible to make contracts 
for withholding labour and capital, it was necessary to attach 
payments to land used in the production of basic commodities. 
As a consequence, some very troublesome problems have arisen 
in connection with the division of the benefit payment between 
landlord, tenant, and labourer. Various clauses protecting the 
interest of tenants and labourers have been written into the 
different contracts, but it is obvious that since payments are 
attached to land, it will continue to be a problem to see to it that 
the non-landowning farmers participate in the benefits of the 
programme. 

The source of the benefit payments to the cotton producer 
was from taxes levied on the first processing of cotton. The 
domestic manufacturer of cotton articles pays a tax in proportion 
to the quantity of raw cotton entering into the article in question. 
Cotton sold for export does not pay this processing tax, and articles 
manufactured from cotton and sold abroad have no tax levied 
on them either, since a rebate is allowed for manufactured articles 
entering into foreign commerce.t This means, of course, that 
American cotton can be purchased more cheaply by the foreign 
manufacturer than by the American manufacturer for the 
domestic market, but it differs fundamentally from dumping 
because it is accompanied by a programme of reduction of pro- 
duction, so that it is not a device by which the proportion of 
American products sold on the foreign market is increased. It 
is primarily a means of establishing a new relation between the 
international and the domestic cotton price, so that the internal 
price can be controlled without prejudicing the position of American 
cotton on the international market. 

During the early summer of 1934, while Congress was still 
in session, fears began to be expressed that the reduction pro- 
gramme for cotton was not going to be adequate. Consequently, 
a Bill for the compulsory reduction in the cotton crop was intro- 
duced into Congress. This Bankhead Bill, as it was called, 
provided for a tax of 50 per cent. of the market value of cotton 
raised by any planter in excess of an allotment to him. The 
total allotment of cotton which could be grown free of tax by all 
growers of cotton was set at ten million bales. Each grower 


1 The amount of the processing tax on cotton was set at 4:2 cents per Ib. 
net. This is the equivalent of about 4 cents per lb. on raw cotton. 
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was allotted a certain portion of these ten million bales. The 
individual grower’s allotment was based upon his average pro- 
duction during the previous five years. As a device for enforce- 
ment of the Act, growers were given exemption certificates on their 
allotment, while tax tags had to be purchased for all above this 
amount. They were allowed to sell these certificates to growers 
who produced more than their allotment, in case the crop of the 
original holder of the certificate was below his allotment. The 
purpose of the Act was to insure that total production in the 
United States would be reduced as nearly as possible to ten 
million bales. 

This Bankhead Act was passed by Congress, and in effect was 
superimposed upon the already existing adjustment programme 
provided for by means of the voluntary contracts and the pro- 
cessing tax-benefit payment system. A somewhat similar law 
applying to tobacco called the Kerr Act was passed also. 

Contrary to expectations, the drought, plus the reduction 
programme, reduced the production of cotton to only 9,443,000 
bales.1 At once there arose considerable agitation for the sus- 
pension of the Bankhead Act. Curiously enough, the agitation 
for its suspension came primarily from the Old Cotton Belt in the 
south-east, from whence the sentiment for the enactment of the law 
had originally come. This was due to the fact that the south- 
eastern states had a larger yield per acre than was normal, while 
the south-western, or New Cotton Belt, had a greatly reduced pro- 
duction. The south-eastern states did not relish having to pay 
the tax on their increased production, while the south-western 
states saw an opportunity to sell tax-exemption certificates, 
which they did not need, to cotton planters in the south-east. 

The contracts for controlling production of wheat, tobacco, 
and corn-hogs were similar in principle to the cotton contract. 
In detail they differed materially. Numberless questions arose 
during the period of signing the contracts and while the contracts 
were in force. These questions had to be answered by regulations 
which were developed and issued as the problems arose. 


III 


In addition to the mechanism for regulating the production 
of basic commodities through the system of processing taxes 
and benefit payments, the control of production and of price of a 


1 Estimate of October 1—Crop Reporting Board, Bureau of Agricultural 
Economics, United States Department of Agriculture. 
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large number of agricultural products was carried on through a 
series of marketing agreements. As a matter of fact, the system 
of processing taxes and of benefit payments was not even applied 
to all of the agricultural products which were designated as basic 
under the Act. The control of production and price of rice was 
carried out by means of a marketing agreemént. In the case 
of dairy products, also, the effort to raise the price of milk to the 
producer took the form primarily of marketing agreements. 
To the extent that these marketing agreements affected processors 
and distributors, they overlapped to some extent the codes 
which were negotiated by the National Recovery Administration. 
Considerable attention had to be given, consequently, to co- 
ordinating the functions of the two administrations. ! 

The marketing agreements for dairy products are quite 


1 Under an Executive order issued June 26, 1933, which since has been 
amended, the work of the Agricultural Adjustment Administration was co- 
ordinated with that of the National Recovery Administration in so far as codes 
of fair competition for foods and food-stuffs were concerned. Provisions of these 
codes relating to wages, hours, or conditions of labour remained under the 
National Recovery Administration. 

The Executive order of June 26, 1933, was amended by an Executive order 
issued January 8, 1934, which transferred to the National Recovery Administra- 
tion most of the codes of fair competition originally placed under the jurisdiction 
of the Secretary of Agriculture. Under the terms of the new Executive order, 
the Secretary of Agriculture now has jurisdiction, except for labour provisions, 
over codes for the following : 

(1) Commodity exchanges; (2) industries, trades, and subdivisions thereof 
engaged principally in the handling, processing, or storing of (a) milk and its 
products, but excepting packaged, pasteurised, blended, and/or processed cheese, 
(b) oleomargarine and vegetable oils, but excepting soya-bean oil, (c) cotton and 
cotton-seed and their products, including ginning, cotton-seed crushing, and 
cotton-seed-oil refining (excluding the manufacture of textiles and processing 
and handling subsequent thereto); (3) industries, trades, and subdivisions 
thereof engaged principally in the handling, processing, or storing up to ‘he 
point of first processing and the subsequent sale and disposition by such pro- 
cessors of (a) live-stock and its products, (b) wheat, corn, rice, and other grains, 
but excepting cereals, pancake flours, self-rising flours, cake flours, and like 
products sold in grocery store sizes, and grocery store products of corn, (c) sugar 
and its by-products, (d) anticholera hog serum and virus, (e) naval stores, (f) 
tobacco and its products; (4) fresh fruits and vegetables and poultry and poultry 
products up to and including handling in wholesale markets and the subsequent 
sale and disposition by such handlers in wholesale markets. 

The Executive order of January 8 specified that the codes of fair competition 
under the National Recovery Administration for industries engaged in the pro- 
cessing, handling, or storing of agricultural commodities up to and including 
first processing, should not without the consent of the Secretary of Agriculture 
include provisions relating to prices, brokerage fees, commission rates, credit 
and financial agreements with producers, purchasing arrangements with agri- 
cultural producers, marketing quotas, or the allocation of plant capacity. These 
matters were to be covered in marketing agreements under the Agricultural 
Adjustment Administration rather than in the codes of fair competition under 
the National Recovery Administration. 
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complicated. Separate marketing agreements apply to the 
different milk sheds which supply milk for specified areas. There 
are several hundreds of these local fluid milk marketing agree- 
ments in addition to a few marketing agreements for butter, 
cheese, dry milk, and evaporated milk, which are usually on a 
national rather than a local basis. 

These agreements were usually based upon state or local 
agreements and practices already in existence in the various 
milk sheds. These milk marketing agreements were contracts 
between producers and distributors. The instrument for their 
enforcement was the issuance of licences to all producers and dis- 
tributors which could be withdrawn upon violation. Where a 
majority of the producers and distributors in a milk shed desired 
a marketing agreement, a licence was issued to all producers and 
distributors, whether they actually signed the agreement or not. 

The original agreements often provided for minimum prices 
to both producers and distributors, but serious consumer dis- 
satisfaction and other problems which arose resulted in abandoning 
the fixing of minimum retail prices as a general principle. 
Minimum retail prices have been retained only in a few instances 
where producers have formed associations for marketing their 
own products, and where as a result extremely severe competitive 
situations exist. 

Distributors who purchase their supplies of milk from 
producers are required to pay a fixed minimum price to producers 
for milk. The prices which are paid depend upon the class of 
milk. There are usually three classes of milk provided for in the 
agreement: the highest price is paid for milk which is sold as 
fluid milk, and the lowest price is paid for surplus milk sold to be 
processed into butter. The main purpose of this classification 
of milk is to obtain the highest price possible to the producer, 
since fluid milk can be sold at a higher price than milk which is 
sold for other purposes. There is no difference in quality in the 
three classes of milk. 

Different minimum prices are set for milk in the various 
milk sheds. The minimum prices stipulated in the agreements 
for the New York, Philadelphia, Baltimore, and other eastern 
milk sheds are, of course, higher than those set for the Minneapolis, 
Milwaukee, and other western milk sheds. No boundary lines 
for milk sheds are specified in the new agreements. Producers 
who were selling milk in a given market prior to the effective 
date of an agreement, continue to have full privileges of the market. 
New producers are required to sell their milk at the surplus price 
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for a period not exceeding 90 days in order to qualify. Farmers 
living outside the main milk sheds who are so far away from market 
that they cannot sell fluid milk, have always had no alternative 
except to sell their milk at a price determined primarily by the 
price of its butter-fat content. Producers who sell within the 
milk sheds around the great cities obtain a price for a portion 
of their milk that is substantially above the price of the butter- 


- fat content. As a result of the new agreements the Agricultural 


Adjustment Administration no longer assists in maintaining 
artificial boundaries to the milk sheds, which in effect were 
becoming tariff walls. 

During the spring of 1934, an effort was made to work out a 
method for the application of the system of processing taxes and 
benefit payments to the dairy industry. Largely on account of 
the conflict of interest between the producers in the more favoured 
milk sheds and the producers who had to sell their milk at the value 
of its butter-fat content, it proved impossible to obtain a general 
enough agreement on the part of dairy farmers to put into effect 
one comprehensive scheme which would cover all milk producers ; 
consequently, the tentative plan that would have been drawn up 
was abandoned and the system of marketing agreements has 
been continued. 

The marketing agreements were also used to cover a multitude 
of special crops. To cite only a few, marketing agreements were 
drawn up to cover the canning of cling peaches in California ; 
the distribution of walnuts produced in California, Oregon, and 
Washington; the shipping of fresh deciduous tree fruits, except 
apples, from California; the shipping of fruits from the North- 
western States; and the shipping of Tokay grapes from Cali- 
fornia. Numerous other agreements covering the production 
of fresh and canned vegetables including peas, tomatoes, asparagus, 
and many others have been completed or are in process of 
negotiation. 

Choosing the marketing agreement for canned cling peaches 
in California as an illustration; in 1932, the year prior to the 
enactment of the Agricultural Adjustment Act, less than one- 
half of the crop of peaches was harvested, and the growers received 
for this proportion of the crop approximately $6-50 per ton, which 
represented little more than the cost of harvesting peaches. In 
1933, estimates of the drop indicated that enough peaches were 
available to pack about thirteen million cases. A marketing 
agreement under the terms of the Act was effected whereby the 
pack was limited to ten million cases, and each canner was given 
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an allotment to pack a certain quantity of fruit based upon his 
previous sales record, potential sales ability, and outstanding 
contractual commitments. The agreement provided that the 
canners would pay growers $20-00 per ton for peaches used for 
canning, and then, in addition, they would contribute to a surplus 
control fund to be used to compensate growers for the peaches 
which were not harvested, namely, the peaches above the quantity 
required to pack ten million cases. Growers whose peaches were 
not canned received $15:00 per ton for their peaches. The 
difference between this price and that paid for peaches canned 
represented approximately the saving in harvesting cost on the 
peaches which were not harvested. The prices for sale by canners 
to wholesalers were set at $1-35 to $1-50 per case. 

Under this agreement the total returns to growers in 1933 
amounted to five million dollars as compared with $906,000-00 
in 1932.1 

Certain problems arise in connection with the future planning 
and administration of marketing agreements. Is it sound 
national policy to allow producers to set prices at the point which 
will simply yield them the highest net return? Even if this is 
sound policy for pricing agricultural commodities as a whole, 
is it sound policy in respect to each individual commodity? If 
the growers of a number of specialised crops are successful each in 
getting a larger net return, may not the number of consumer 
dollars available for the purchase of other agricultural products 
be reduced thereby? These problems and others related to it 
must be considered by the Agricultural Adjustment Administration 
in determining future policy. 


IV 


In addition to the control of production and of price carried 
out by means of the processing taxes and benefit payment 
system, and the marketing agreements, there have been during 
the life of the Agricultural Adjustment Act a number of measures 
taken which have more directly affected price and production 
than either the processing taxes, benefit payment system, or the 
marketing agreements. These have included the purchase on the 
market of agricultural commodities, as well as loans on these 
commodities. 

1 The marketing agreement for canned cling peaches can hardly be taken 
as representative of all marketing agreements, however, since the limited area 
and the lack of competition of other areas in the production of this type of peach 


made it possible to control price and quantity to an extent which would be 
impracticable in the case of many other special crops. 
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Because of the critical situation which existed when the 
Agricultural Adjustment Act was passed, an emergency hog 
programme and an emergency cotton programme were carried 
out by methods not fundamentally associated with the principles 
or mechanism of the Act. These two programmes involved a 
certain amount of destruction of commodities which had already 
been produced. Thus over six million little pigs and old sows 
were purchased by the Agricultural Adjustment Administration 
with the purpose of bringing about an immediate reduction in 
the numbers of hogs which would be brought to market in suc- 
ceeding months. Premiums were paid on sows with pig and on 
pigs below a certain weight, with the object of bringing about a 
maximum reduction in the weight of pork to be marketed in 
succeeding months. The edible pork products obtained from 
the slaughter of these animals were donated by the Agricultural 
Adjustment Administration to the Federal Emergency Relief 
Administration for distribution to the unemployed. 

Contracts were made with growers of cotton to compensate 
them for ploughing up 10,400,000 acres of the 1933 crop.1 These 
two measures in respect to hogs and cotton were regarded only as 
emergency measures, since the price situation of pork and cotton 
was so serious that the Administration felt that action could 
not be delayed long enough for agreements to limit future pro- 
duction to affect the market. The general policy of the Agri- 
cultural Adjustment Administration has been to avoid as a 
matter of principle the destruction of commodities or of growing 
crops. 

One of the early decisions of the Agricultural Adjustment 
Administration was to provide for a loan on corn in the hands 
of farmers amounting to 45 c. per bushel. This was also an 
emergency measure. The amount of this loan was greatly in 
excess of the market price of corn. Considerable fear was 
expressed at various times by critics of this action that the 
Government would be unable to liquidate this corn loan without 
great loss.2 As matters turned out, however, it was one of the 
most fortunate of all measures taken by the Agricultural Adjust- 
ment Administration. 

The price of corn was supported by the loan policy at a price 

1 It is estimated that these acres would have produced 4,400,000 bales. 


After this acreage was ploughed up the acreage which remained produced 
13,177,000 bales. 

2 This loan, like the other loans on corn and cotton, was without recourse. 
That is, the Government directly assumed all risk due to a possible decline in 
market price below the level of the loan value. 
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high enough to discourage somewhat its feeding to live-stock. 
As a consequence, supplies of corn were maintained at some- 
what higher levels than would have been the case had there 
been no corn loan. These supplies of corn were a godsend to 
farmers on account of the drought which cut the corn crop of 
1934 almost in half. The price of corn rose far above the loan 
value which the Government had placed upon the corn, and 
it is now certain that the loans will be liquidated without any loss 
to the Government due to low market price of corn. A new 
corn loan was announced in September 1934 for the new crop 
with the purpose of enabling farmers who had corn to sell to 
hold it off the market until prices would be higher than at the 
time when the new crop first started the market. 

Similarly, successive loans, first at 10 c. per pound for the 
1933 crop, and of 12 c. per pound for the cotton of the 1934 
season, were made available to cotton-growers. Substantial 
profits accrued to growers of cotton from these loans, Their 
popularity among the farmers is a possible source of danger, 
since too much reliance may be placed on them to hold up 
prices. A loan value on cotton, for example, which kept the 
price of cotton so high as to materially diminish sales of American 
cotton abroad would have serious consequences. 

Substantial amounts of butter and cheese, as well as pork 
products, have been bought from time to time by the Agricultural 
Adjustment Administration. These commodities were bought 
for the purpose of supporting the market, and they were then 
turned over to the Federal Emergency Relief Administration for 
distribution to families on relief. In the case of most of these 
purchases, the Agricultural Adjustment Administration paid the 
first costs of the commodities, while the costs of processing and 
the distribution were paid by the Federal Emergency Relief 
Administration.1 

The funds for the purchase of these commodities were derived 
from various sources. Those for the purchase of pork, for 
example, were obtained from the processing tax on hogs. For 
a few of the commodities purchased the Federal Emergency 
Relief Administration paid all costs. This was true where no 
funds from processing or from other sources were available to 
the Agricultural Adjustment Administration. The Federal 
Emergency Relief Administration purchased a certain amount 


1 The Agricultural Adjustment Administration had paid out $45,489,408 
for the purchase of hogs and $11,549,439 for the purchase of butter and cheese 
up to September 1, 1934. 
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of these commodities out of their own funds, partly to remove 
pressure of surplus as a benefit to agriculture, but primarily 
because these commodities could be obtained at very low cost. 

Perhaps the most comprehensive direct purchase programme 
carried out by the Agricultural Adjustment Administration was 
the purchase of cattle, sheep, and goats in the drought area. 
The drought of 1934 was by far the worst in the history of 
American agriculture. The corn crop was the smallest since 
1881. The hay crop was only 67 per cent. of the average annual 
tonnage harvested during the preceding ten seasons. The wheat 
crop was 497,000,000 bushels, compared with a five-year (1927-31) 
average production of 886,000,000 bushels. The oats crop was 
only 546,000,000 bushels, compared with an average over the 
same period of 1,187,000,000 bushels. Barley production was 
122,000,000 bushels, compared with an average of 270,000,000 
bushels. The total production of the four principal feed grains 
was estimated at about 52,000,000 tons, which was 46 per cent. 
below the average production during the previous tén years. 
Condition of pastures on October 1 was the poorest of which 
there was any record.+ 

As early as June the Agricultural Adjustment Administration 
began to buy cattle in the states of North Dakota, Minnesota, 
South Dakota, and Montana. The alternative to the purchase 
of these cattle would have been to let them die, for not only 
grain, forage, and pasture were lacking, but in many cases water 
was lacking as well. The drought which had begun in the north- 
west spread into the south-west, and the disastrous situation in 
June in the north-west was repeated in July and August in the 
south-west. During the most critical period for the growth of 
the corn crop, the drought struck the western corn belt. In the 
states of Kansas, Nebraska, and Missouri, which were all im- 
portant corn-producing states, production fell to unbelievably 
low levels. In Kansas, for example, where the average pro- 
duction for 1927-31 had been 137,700,000 bushels, the indicated 
production as of October 1, 1934, was only 10,492,000 bushels.” 

It was found necessary to continue the cattle-buying pro- 
gramme without interruption. By October 13, approximately 
7,000,000 cattle had been purchased by the Agricultural Adjust- 
ment Administration. It appeared that these purchases plus 
the unusually large marketing of cattle through commercial 


1 Estimate of October 1, Crop Reporting Board, Bureau of Agricultural 
Economics, U.S. Department of Agriculture. 
2 Ibid. 
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channels and the governmental programme for the eradication 
of tuberculosis and Bang’s disease by the purchase and slaughter 
of infected cattle, would bring about a net reduction in cattle 
numbers of at least 10,000,000 by January 1,°1935.1 

The average price paid for cattle purchased was about $13-50 
per head.? Since this price was paid to farmers for cattle on the 
farm, it represented a price much above what they would have 
obtained if they had had to sell their cattle on a market demoral- 
ised by huge shipments of cattle from the drought areas. In 
fact, it would have been impossible to have sold large numbers 
of them at any price. They were paid for by the Agricultural 
Adjustment Administration, partially out of funds appropriated 
by Congress for use in stabilising the cattle industry, and partially 
out of funds specially appropriated for drought relief. These 
cattle were turned over to the Federal Emergency Relief Adminis- 
tration, which paid for their cost of transport and the cost of 
processing them into canned beef out of funds appropriated by 
Congress for drought relief. The canned beef, obtained as a 
result of this programme, is being used by the Federal Emergency 
Relief Administration for distribution to families on relief.* 

In addition to the purchase of cattle, a fund of $100,000,000 
was allocated to the Farm Credit Administration to be loaned as 
emergency feed loans to farmers in drought areas. These funds 
were loaned without security and enabled farmers to keep cattle 
through the winter which they would otherwise have had to let 
die or would have had to dispose of, if they could dispose of 
them at all, at ruinously low prices. 

The entire programme prevented a catastrophic reduction in 
cattle numbers, since the early intervention of Government 
removed large numbers of cattle which would otherwise have 
lived several months longer, and which would have helped to 
eat the seriously inadequate supplies of food-stuffs. 

The effect of the drought upon the Agricultural Adjustment 
programme was profound. At first it appeared that the effects 
of the drought might be used successfully as a means of attack 
on the Agricultural Adjustment Administration by its opponents. 


1 The total number of cattle in the United States as of January 1934 was 
between 67 and 68 millions. Crop Reporting Board, Bureau of Agricultural 
Economics, U.S. Department of Agriculture. 

2 A total expenditure by the Agricultural Adjustment Administration of 
$107,000,000 for this purpose is contemplated. 

3 During September the Government purchase of live-stock was extended to 
sheep and goats, with the intention of purchasing about 4,000,000 of these 
animals. 
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In fact, this attempt was made. Occasionally, in out-of-the-way 
areas, some farmers proclaimed their fear that the drought was 
the judgment of God upon them for attempting to restrict the 
production of crops. Sometimes these utterances were seized 
upon by the part of the press hostile to the Roosevelt Adminis- 
tration as a weapon to use against it. However, these attacks 
had little effect on the sentiments of the agricultural population. 

In the drought areas, almost the only income which many 
farmers had was from the sale to the Government of cattle, 
which would otherwise have died, and from the cheques which 
they received from the same source for restricting production. 
The drought had, however, in many cases restricted production 
almost to zero, so that these farmers received what appeared to 
them to be a sort of crop insurance which partially covered 
their losses. In the areas which had good crops the high prices 
which the drought occasioned brought these farmers larger 
returns than they had had for years. Consequently, the effect 
of the drought had almost no net adverse effect’ on thé feeling of 
farmers towards the programme of the Agricultural Adjustment 
Administration. 

Nevertheless, the experience of the drought served to im- 
press upon the officials of the Department of Agriculture the 
desirability of providing adequate reserves against the recurrence 
of such an emergency. Consequently, efforts are being made to 
work out a system of reserves so that future adjustment pro- 
grammes could be carried out without fear of producing a serious 
shortage of food or feed-stuffs. These tentative plans have come 
to be known under the term “‘ Ever-Normal Granary Plan.” 


V 


The general principle behind production control both by 
marketing agreements and by means of processing taxes and 
benefit payments is, of course, that of an attempt to increase 
total returns to producers through limiting quantity produced. 
Let us see how this attempt has worked out in practice. Begin- 
ning with cotton as an illustration again, we find that as a result 
of the cotton acreage production control programme of 1934, 
cotton acreage was reduced by about one-third. 


1 A total of about 28 million acres of cotton was planted to be harvested 
in 1934. All but about 4 million acres of this was covered by acreage reduction 
contracts. The signers of contracts agreed to reduce their acreage by about 
144 million acres from their base acreage computed as their average acreage 
during the five years 1928-32. The average acreage reduction from the base 
acreage of all contract signers was about 38 per cent. 
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The corn-hog contracts which were signed by slightly over 
one million growers resulted in a reduction in corn acreage planted 
of about ten million acres, or about 10 per cent. of acreage in 
the previous year, and a sharp reduction in hog numbers.!_ The 
reduction in wheat acreage amounted to about five million acres. 
The reduction in tobacco acreage was about half a million acres 
from the 1927-31 five-year average, or a reduction of about 
28 per cent.” 

The number of acres which the contract signers agreed to 
withhold from production was in almost all instances greater 
than the net reduction in acreage which was obtained. This was 
due to the fact that some farmers who had not previously grown 
wheat, for example, and did not, therefore, sign a reduction 
contract, chose to grow wheat in the 1934 season. In addition, 
a considerable number of producers whose production was so 
small that they did not consider it worth while to sign contracts, 
expanded their acreage somewhat. In the case of wheat, the 
growers of wheat signed contracts by which they agreed to 
withdraw 7} million acres of land formerly producing wheat from 
production. Production of wheat by non-contract signers 
increased by about 2} million acres, so that the net reduction 
obtained was only about 5 million acres, or about 74 per cent. 
of the total wheat acreage. 

The effect upon price of the reduction which was obtained 
by means of these contracts was obscured by the great drought 
which blighted American agriculture during the year 1934. As 
a result of both the drought and the acreage reduction pro- 
gramme, the production of corn in the United States was reduced 
from an average for the period 1927-31 of 2,516,000,000 bushels 
to 1,485,000,000 bushels for 1934; the production of wheat from 
886,000,000 bushels to 493,000,000 bushels; of cotton from 
13,047,000 bales to 9,443,000 bales; of tobacco from 1,471,000,000 
pounds to 1,385,000,000 pounds.* By far the greater amount of 
the reduction in production of corn and wheat was due to the 
drought, while the greater portion of the reduction in the pro- 
duction of cotton and tobacco was due to the reduction pro- 
gramme. This difference is due to the circumstance that wheat 


1 According to the estimate of the Crop Estimating Board of July Ist, corn 
acreage was reduced from 102,397,000 acres in 1933 to 92,526,000 in 1934. The 
1933 acreage was about the same as the ten-year average. 

2 These acreages were all lowered somewhat by the drought after the estimates 
given here. 

3 Estimate of October 1—Crop Reporting Board, Bureau of Agricultural 
Economics, U.S. Department of Agriculture. 
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and corn are produced primarily in states greatly affected by the 
drought, while both tobacco and cotton are produced in states 
which were relatively little affected by the drought of this year. 

The effect of this sharp reduction in production of these com- 
modities was, of course, to bring about much higher prices. 
Not only did prices rise, however, but the entire statistical 
position of the important agricultural crops was radically altered. 
The reduction programme had been begun largely as a means of 
eliminating what were called “‘ burdensome surpluses.” It had 
been generally recognised that with ordinary yields per acre, 
the removal of these surpluses would require production reduc- 
tion carried out through several seasons. But the intervention 
of the drought, almost at a stroke, solved the surplus part of the 
problem. The surpluses of corn and hogs completely disappeared. 
The carry-over of tobacco, cotton, and wheat was reduced to an 
amount very little above that which might be considered normal. 

It is interesting to apply the measuring rod of parity prices 
as defined in the Act to the new situation. Using the base 
1910-14 as 100, the prices received by farmers for products 
which they sold stood in February 1933 at 55, while prices paid 
by farmers for commodities purchased stood at 101. The ratio 
between these two prices, which is used to measure parity prices, 
thus stood at 54. 

One year later, February 1934, the index-number of prices 
received by farmers for products sold stood at 83, and the index 
of prices paid stood at 119, with a ratio between the two of 70. 
By August 1934 the index-number of prices received had risen 
to 96, of prices paid to 123, and the ratio between the two was 
78. Thus, in August 1934, farm prices in general were 22 points 
away from parity.1 

It should be pointed out, however, that in addition to the 
improvement in farm income which would be indicated by this 
rise in the parity ratios, farmers had received large sums in 
benefit payments as well.2 In other words, the total return 
obtained by the farmer for the sale of commodities was not only 
the price received in the market for these commodities, but the 
additional sum in benefit payments which the Government paid 
directly to him out of the receipts from processing taxes. The 

1 These data are from Index-Numbers of Prices Received by Farmers, 


1910-34, as Revised 1934, Bureau of Agricultural Economics, U.S. Department 
of Agriculture, September 1934. 

2 During the first seven months of 1934 these amounted to approximately 
$170,000,000-00. By the end of the year more than $300,000,000 in additional 
benefit payments will be paid to the signers of acreage adjustment contracts. 
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part played by benefit payments in farm income and a com- 
parison of the movement of farm income and industrial pay-rolls 
is shown in the accompanying chart. The price of cotton during 
August 1934 was 13-1 c. per lb., but added to the 13-1 c. per lb. 
which the farmer received would be the amount of benefit pay- 
ments which he received from the proceeds of the processing tax 
levied on cotten sold on the domestic market. For the farmer 
who had signed an adjustment programme contract with the 
Secretary of Agriculture, the benefit payments which he would 
receive during the year would raise his total return per pound 


FARM INCOME AND FACTORY PAY ROLLS SINCE JANUARY 1933 


( FIRST QUARTER 1933 + 100) 


PERCENT 


JULY SEPT. 


Note.—This chart was compiled by Louis Bean, Economic Adviser, Agricultural 
Adjustment Administration. News Digest, Agricultural Adjustment Administra- 
tion, Vol. 2, No. 1, Oct. 6, 1934. 


approximately to the pre-war price of cotton during the period 
1910-14 of 15:3 c. per lb. However, this computation is in 
terms of dollar price only, and is not adjusted to allow for the 
increase in prices paid by farmers for commodities over pre- 
war prices. Furthermore, the price per pound is for a production 
of almost 53 million bales less than the average production 
during the five-year period (1928-32) preceding the enactment 
of the Agricultural Adjustment Act. Contract signers are also 
receiving approximately parity prices for the proportion of 
wheat, tobacco, and corn sold domestically when benefit pay- 
ments are added to market price. 

Farm income for 1934 is estimated at about six billion dollars, 
which is an increase of 19 per cent. over 1933, and of 39 per cent. 
over 1932. However, this increase has been partly offset by an 
increase in the price of goods purchased by farmers. This index 
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has risen from 107 (average prices of 1910-14 equal 100) for the 
year 1932 to 123 for the month of August 1934." 

The effect of the Agricultural Adjustment policy on the con- 
sumer is obscured by the effects of the drought and other factors 
not directly the result of the policy. The most significant 
measurement is, of course, the movement of retail costs of food 
between the time when the Roosevelt Administration took office 
and the present time. Between February 1932 and the middle 
of September 1934, the retail cost of food in the United States * 
increased from an index of 105-3 to 116-8 (1913 prices equal 100). 
It is likely, however, that owing to the aftermath of drought, 
the prices of pork and beef will go higher during the next year, 
so that we may expect a somewhat further rise in the index. 

Over against this increased retail cost of food to the con- 
sumer of a little less than 11 per cent. must be placed the revival 
of purchasing in the agricultural districts which has accom- 
panied improved farm income. Practically all statistical data 
which measure movements of purchasing power geographically 
indicate that the purchase of industrial products in the agri- 
cultural areas has significantly revived. Purchases of auto- 
mobiles, sales of mail order houses, bank clearings and other 
similar data show that the revival of purchasing power has been 
greater in the agricultural areas than in the industrial areas. 

Since the operations of the Agricultural Adjustment Adminis- 
tration to date, together with the effects of the drought, have 
largely eliminated abnormal carry-overs, the Administration is 
faced sooner than it expected to be with the problem of a per- 
manent programme for American agriculture. As long as 
abnormal surpluses were in existence, they weighed down market 
prices even though these surpluses did not actually pass through 
the market mechanism. Their removal was an important factor 
in strengthening the price of farm products, both on the domestic 
and the international market. 

The question now arises as to whether the production control 
programme should be continued after these surpluses have been 
removed. Obviously, there are limitations on what can be 
accomplished by production control. If production is limited 
beyond a certain point, the gains in increased price per unit 
may be offset by the decrease in the quantity sold. Consumer 
resistance to price increase naturally affects this problem. As 


1 The Agricultural Situation, September 1934, Bureau of Agricultural 
Economics, U.S. Department of Agriculture. 
2 Data from the Bureau of Labour Statistics. 
QQ2 
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the price of farm products approaches parity, this problem 
becomes more and more actual. Statistical evidence shows a 
close relation between the volume of industrial pay-rolls and the 
price of farm products. Until these pay-rolls increase, not only 
is it more difficult to obtain higher prices, but the higher prices 
are liable to be partially offset by reductions in quantities pur- 
chased or shifts in consumption to lower-priced foods. 

On the other hand, the same forces which produced the sur- 
pluses before are likely to produce them again if control of acre- 
age is not continued. If the production of feed grains is normal 
in 1935, the need for regulation of production for the following 
year is likely to be acute on account of the sharp reduction in 
live-stock numbers caused by the drought. 

In deciding this problem it is necessary for the Adminis- 
tration to face the problem of just what could be expected from 
a continuance of processing taxes and benefit payments which 
provide the most effective method of control under the existing 
Act. The processing taxes which the Act now permits are 
measured by the difference between the existing market price 
and parity price as defined in the Act. But if parity prices 
were once attained, there would exist no spread on the basis of 
which processing taxes could be levied under the existing Act. 
This problem becomes acute even before parity prices are actually 
attained, for if the spread between parity price and market 
price is quite small, the funds available for benefit payments 
become too small to offer an inducement for reduction of acre- 
age. It would be perfectly possible to amend the Act in order 
to provide for processing taxes on some other basis of computa- 
tion, of course, or even to provide some other source out of 
which benefit payments could be made. 

After the removal of the surpluses has been accomplished, 
market price would be directly affected by the processing taxes 
mainly to the extent that these processing taxes can be passed 
on to the consumer, so long as an important portion of the total 
supply has to be sold on the international market. If sub- 
stantial amounts of cotton and of wheat are to be sold abroad, 
it is likely to be difficult to gain much by means of restricting 
production in the United States below the amount which the 
domestic and international market together had been accus- 
tomed to take, with the intention of securing a higher price 
thereby on the foreign market. 

It would be relatively more difficult to do this in the case of 
wheat than of cotton, since it is easier for American wheat to 
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be displaced in the international market than American cotton. 
Even in the case of cotton, however, the extent to which American 
producers can benefit by reducing their cotton production is 
limited by foreign competition in the production of cotton and 
by the possibility of the use of cotton substitutes.1 As a further 
condition of retaining the customary share of the foreign market, 
the domestic price would have to be allowed to adjust itself to 
the level of the international price so that the customary quantity 
would be offered for sale on the international market. Other- 
wise the international market for American cotton would shrink 
and a surplus would accumulate. Processing taxes which are 
used as an inducement for lowering production can affect the 
price through reducing supply, but reducing the supply on the 
international market offers distinct hazards. 

There is, moreover, a basic problem to be faced in the future 
course of exports from the United States to be sold on foreign 
markets. The United States is not accepting enough goods and 
services from abroad to permit payment for the goods which we 
export. From a fundamental point of view, it is unallowable to 
attempt to increase exports abroad without increasing imports. 
To do so means one of two things : either a future crop of defaults 
of international obligations is thus planted, or else the price 
of the goods sold abroad must be forced down. The basic ques- 
tion which the nation must ask itself, however, is whether it 
actually wants the goods from abroad for which we propose to 
exchange agricultural and other products. If a country has a 
large number of idle factories and idle hands, it is futile to enlarge 
imports of goods which these factories and hands are capable of 
producing efficiently. 

If we do not desire foreign goods and services in payment 
for our commodities, then, in a broad and general way, we might 
just as well dump the commodities in the ocean, or, still better, 
not raise them at all and put the former producers of the com- 
modities on a direct instead of indirect dole. Until nations 
solve the fundamental contradiction of deficiency of purchasing 
power within their own borders, it is probably hopeless to expect 


1 During the 1933-34 season there was an increase of 13 per cent. in world 
consumption of foreign cotton and a decline of 6 per cent. in world consumption 
of American cotton. Exports of American cotton decreased 11 per cent. during 
the same period. The Agricultural Situation, September 1, 1934, op. cit. The 
primary cause of this shift in demand was probably not the programme of the 
Agricultural Adjustment Administration, but instead the progressive dwindling 
of purchasing power abroad in terms of American exchange. Even the devalua- 
tion of the dollar could not overcome this. 
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nations in general to provide an expanded domestic market for 
increased quantities of imports from abroad. 

In the process of developing the adjustment programmes for 
the next two years, an effort is being made to ascertain directly 
the sentiment of farmers in regard to carrying on the adjustment 
programme, and also to get some idea of the type of adjustment 
programme which the farmers prefer. During the month of 
October, a referendum of the corn and hog producers is being 
carried out. First returns from this referendum indicate a large 
majority in favour of continuing the programme. A referendum 
is also planned to determine whether or not the cotton-growers 
desire a continuance of the Bankhead Act. 

According to tentative plans, the contract which farmers will 
be asked to sign in 1935 will not be strictly a reduction programme 
at all. Farmers are to be allowed to plant all acres withdrawn 
from production of basic commodities to feed and forage crops. 
It is obvious that from the standpoint of a permanent programme 
for agriculture, this is highly preferable to letting acreage lie 
idle. The depletion of soil fertility and the progress of soil 
erosion had become a matter for grave concern in the United 
States. It was all the more inexcusable that exhaustion of soil 
resources should be going on at a time when part of the quantity 
produced was not needed for production, but instead constituted 
sheer waste. In the process of producing agricultural products 
without regard to price, areas were put under the plough which 
should have remained in grass or in timber. In the cattle country 
the ranges were overstocked and the stand of native grasses was 
being impaired by over-grazing. In so far as any future adjust- 
ment programme increases the percentage of land returned to 
pasture or planted to feed and forage crops, it will be effective 
in restoring soil fertility and preventing erosion. Such a pro- 
gramme would be highly desirable, quite apart from its connection 


with the control of price. 
Catvin B. Hoover 


Duke University. 


THE “NEW DEAL” IN THE UNITED STATES 


II. Inpustri1aL RELATIONS 


PRESIDENT ROOSEVELT’S recovery programme, particularly 
the passing of the National Industrial Recovery Act in June 1933, 
marks the beginning of a new period of industrial relations in the 
United States, a period in which industrial peace has been dis- 
turbed by disputes of increasing bitterness. At first glance the 
outbreak of labour unrest may seem somewhat surprising at a 
time when hours of work were being drastically reduced, minimum 
wages for unskilled workers considerably increased, and the 
status of trade unionism substantially improved. ~The Trade 
Union movement is, indeed, grateful to the Government for these 
changes, hailing the National Industrial Recovery Act as a magna 
charta, and it desires to avoid hampering the Government in its 
efforts to secure a return of prosperity. Yet industrial disputes 
have been frequent and have given the Government continuous 
anxiety. 

These disputes have been due partly to dissatisfaction of skilled 
workers with rates of pay, which, they claim, have not been 
appropriately adjusted to increases in the cost of living or to 
reductions in hours of work. The chief cause of disputes, however, 
has been disagreement between employers and workers about 
trade union recognition and the right to collective bargaining 
accorded to the workers by the National Industrial Recovery Act. 
The present article reviews these issues, dealing in succession 
with: the state of industrial relations before the passing of the 
Act; the effects of the Act upon trade union policy and upon the 
attitude of employers towards trade union recognition, collective 
bargaining, and the closed versus open shop controversy ; labour 
conditions under the codes of fair competition ; methods adopted 
by the Government for settling disputes. 


I 


When President Roosevelt’s Administration came into power 
the working conditions of roughly 80 per cent. of workers in 
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American industry were established by individual agreement, 
usually being fixed by management and accepted by the workers. 
This was in accordance with the prevalent individualistic attitude 
among employers that a man may do what he wills with his own. 
The undertaking was considered as belonging to the employer, 
who decided what rates of wages should be paid and the number 
of hours to be worked. 

In undertakings employing about 7 or 8 per cent. of the workers, 
schemes of employee representation were in operation. Member- 
ship was restricted to the employees of a single undertaking, 
representatives of the employees being elected to discuss working 
conditions and to ventilate grievances in a works council with 
the management of the undertaking. Some of these schemes 
had been in existence for many years. In 1919 schemes were 
known to be in operation in 145 companies employing over 400,000 
workpeople, and by 1932 the number had increased to 313 com- 
panies employing 1,263,194 workpeople.1_ Many of these employee 
representation plans were started with the object of checking the 
growth of trade unionism. The workers were told that thus they 
could gain all that a trade union could ofier, that there were no 
dues to pay, and that trade union officials were more interested in 
collecting dues out of which to pay their salaries than in pro- 
moting the interests of their members. Apart from this 
negative reason, employee representation plans provided a con- 
venient method of communication and consultation between 
management and workers, especially in large undertakings. By 
the trade union movement, however, they were viewed with bitter 
hostility, being regarded as instruments of company domination 
over the workers, and they were stigmatised as “ company 
unions.” 

Only about 10 or 12 per cent. of industrial workers were 
employed under collective agreements between trade unions and 
employers. Most of these agreements were with individual firms, 
and not, as in Great Britain, national agreements between em- 
ployers’ organisations and trade unions. The industries in which 
trade union agreements were widely operative included building 
and railway transportation, the agreements applying mainly to 
skilled categories, while in many important centres agreements 
covered skilled and unskilled coal miners and clothing workers ; 
in printing, textiles and one or two other industries agreements 
applied to between 10 and 20 per cent. of the operatives. In the 


1 National Industrial Conference Board, Collective Bargaining through Em- 
ployee Representation, 1933. 
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great manufacturing industries, however—iron and steel, auto- 
mobiles, rubber, oil, chemicals—trade union agreements were 
practically non-existent, and attempts to open negotiations were 
strongly resisted by the industrialists. 

This situation largely reflected the state of trade union organisa- 
tion, which in most American industries was extremely weak. 
In 1932 the number of trade unionists may be estimated at around 
2,650,000, this being about equal to the membership in 1914-15. 
The movement had lost over three-quarters of a million members 
during the depression, there having been 3,444,000 members in 1929. 
Its peak had been reached in 1920, when the membership exceeded 
5 millions. The numerical changes since 1914 have been closely 
parallel to those in Great Britain, though the American movement 
has always been much weaker than the British, especially if 
account be taken of the larger working population in the United 
States. 

More than 80 per cent. of American trade unionists were 
members of unions affiliated with the American Federation of 
Labour. The following figures show the general trend of the 
Federation’s membership since the year 1900 : 1— 


1900 548,321 1925 2,877,297 
1915 1,946,347 1930 2,961,096 
1920 4,078,740 1933 2,127,000 2 


The chief unions outside the Federation were four Railroad 
Brotherhoods, with a total membership of about 350,000 in skilled 
occupations (locomotive engineers, firemen and enginemen, con- 
ductors, and trainmen), and the Amalgamated Clothing Workers, 
with a membership of about 120,000. There were also a few 
communist unions with negligible memberships. Little was heard 
of that once famous and aggressive organisation, the Industrial 
Workers of the World. 

The predominant type of organisation was the craft union 
of skilled workers. Of the 105 unions in the American Federation 
of Labour, 75 were craft unions, often cutting across the lines of 
industrial structure, 25 were semi-industrial and only the remain- 
ing few were industrial. When, at the 1933 Convention of the 
Federation, the Amalgamated Clothing Workers’ Union, which 


1 The figures represent membership in respect of which affiliated unions paid 
dues to the Federation. 

2 Average total membership during the year ended August 31, 1933. 

3 See The American Federation of Labour, by L. Lorwin, Brookings Institution, 
1933. 
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had long been independent, was admitted to membership in- 
dustrial unionism within the Federation was appreciably 
strengthened. Nevertheless the Federation remained predomin- 
antly upon a craft basis, it catered mainly for skilled workers— 
the aristocracy of labour—and showed some of the exclusiveness 
of an aristocracy. It was conservative, monopolistic and non- 
socialistic in outlook, and was only just beginning to adopt a 
favourable attitude towards social legislation. With these 
qualities it is somewhat surprising that the Federation evoked 
such bitter hostility from the industrialists. 

A source of weakness in the movement was internal disunion, 
and one of the important functions of the American Federation of 
Labour was to define the scope of each affiliated union so as 
to avoid conflict between unions in the recruiting of members. 
The craft basis was also a cause of weakness, for though it was 
suitable for organising workers in certain industries, e.g. building, 
printing and railway transportation, it was unsatisfactory in 
many manufacturing industries where most of the work was mass 
production performed by semi-skilled workers. The Federation 
had indeed shown lack of adaptation to changes in industrial 
processes, and this partly explains the weakness of trade unionism 
in the manufacturing industries. 

Other reasons for this weakness included the individualistic 
outlook and lack of class consciousness among the workers. 
Further factors were the size of the country, high rate of labour 
turnover, changes in methods of manufacture, development of 
new centres of production, of which the movement of industry 
to the South was the most significant, and the mixture of races 
and traditions through incomplete assimilation of immigrants. 
To these must be added the tactics adopted by employers to pre- 
vent organisation of the workers. They included the use of the 
** yellow-dog ” contract by which a worker in return for employ- 
ment would undertake not to join a trade union; 1! there was also 
espionage, victimisation for trade union activities, the use of 
violent methods of strike-breaking, and, as already indicated, 
the establishment of employee representation plans as an alterna- 
tive to trade unionism. 


II 


The situation outlined above was considerably changed by the 
National Industrial Recovery Act, and subsequent conflicts have 


1 This had become illegal by legislation passed in 1932. 
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been largely caused by disagreement upon interpretations of its 
much-discussed Section 7 (a). This provides : 


(1) That employees shall have the right to organise and bargain collectively 
through representatives of their own choosing, and shall be free from the inter- 
ference, restraint, or coercion of employers of labour, or their agents, in the 
designation of such representatives or in self-organisation or in other concerted 
activities for the purpose of collective bargaining or other mutual aid or protection ; 
(2) that no employee and no one seeking employment shall be required as a con- 
dition of employment to join any company union or to refrain from joining, 
organising, or assisting a labour organisation of his own choosing; and (3) that 
employers shall comply with the maximum hours of labour, minimum rates of 
pay, and other conditions of employment, approved or prescribed by the Presi- 
dent. 


Other subdivisions of Section 7 provide that, so far as practic- 
able, every opportunity shall be afforded to employers and em- 
ployees in any trade or industry to fix minimum rates of pay, 
maximum hours, and other conditions of employment by mutual 
agreement, and such agreements, when approved.by the.President, 
shall have the same effect as a code of fair competition, thus 
becoming legally enforceable. 

The first two provisions of Section 7 (a) appear to have been 
introduced partly because the Government was sympathetic with 
labour and considered that the workers were inadequately pro- 
tected. It was believed that, by strengthening organised labour, 
the Government’s policy of raising wage rates, increasing pur- 
chasing power, and reducing hours of work, with the object of 
restoring prosperity and increasing the number of persons employed, 
would. be facilitated. Also these provisions were regarded as the 
quid pro quo for labour of the opportunity which the Act gave to 
employers to form trade associations, and the removal in their 
favour of some of the anti-trust restrictions. 

What do these provisions signify? They rule out the “ yellow- 
dog ” contract, accord to workers the right to join a trade union, 
and deny to employers the right to require a worker to become a 
member of a company union or to exercise discrimination against a 
worker because of his membership of a trade union. Workers 
are also entitled to bargain collectively through representatives of 


1 The Act was passed as an emergency measure, its chief industrial provisions 
remain in operation for only two years, and the present problem is to determine 
what parts of the system shall be put upon a more permanent basis. It was on 
grounds of national emergency affecting inter-state and foreign commerce that a 
Federal system for regulating labour conditions was introduced ; in normal times 
the regulation of labour conditions is reserved for State legislation. The constitu- 
tionality of the Federal regulation of labour standards under the National Indus- 
trial Recovery Act has not been tested in the Courts. 
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their own choosing.1_ These consequences are widely admitted 
both by employers and workers. Upon what issues then have 
conflicts arisen ? 

Some employers, either failing to understand the changed 
conditions or deliberately flouting the law in their hostility to 
labour organisations, have victimised workers on account of 
their trade union membership and activities, and strikes have 
sometimes resulted. Complaints of victimisation or discrimina- 
tion have been investigated by government machinery, and many 
workers have been reinstated. This protection is a considerable 
gain to the trade unions, though in practice it is often difficult to 
decide whether a worker has lost his job because of inefficiency, 
shortage of work or some other legitimate cause, or on account of 
his trade union activities. 

The main disputes, however, have been due to more funda- 
mentalcauses. The employers rightly insist that although workers 
are entitled to join a trade union and to select representatives for 
purposes of collective bargaining from among members of the 
trade union, they are equally free to bargain individually with 
their employer or to use the machinery of the company union. 
They claim that if the worker in making his choice is to be pro- 
tected from coercion by the employer, he should be equally free 
from coercion by the trade union. Organised labour considers 
that company unions are almost inevitably company dominated, 
whereas employers assert that they can suggest constitutions for 
company unions and accord facilities for their operation without 
exercising coercion or interfering with the freedom of their 
workers. It is evidently difficult in practice to determine where 
reasonable facilities end and pressure by the employer begins; 
also when the employer’s preference is clearly indicated con- 
siderable numbers of workpeople will be likely to acquiesce in the 
establishment of company schemes of representation in which 
they have little interest, and in these circumstances it may be 
impossible to produce evidence of undue influence by the employer. 

If workers are free to choose between individual bargaining, 
collective bargaining by the company union method, and collective 


1 The right of the workers to organise with the object of bargaining collectively 
had long been established by court decisions. In 1926 the Railroad Labour Act 
went a step farther, requiring the railway companies to negotiate with their 
workers’ representatives, and preventing either party from exercising inter- 
ference, influence or coercion over the self organisation or designation of repre- 
sentatives by the other. The freedom of workers in organising and in selecting 
representatives from interference, restraint or coercion of employers was general- 
ised by the so-called Anti-Injunction Act of March 1932, which also made illegal 
the yellow dog ”’ contract. 
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bargaining on the basis of trade union membership, it is probable 
that in many undertakings some of the workers will prefer one 
method and others will favour the alternative systems. Is the 
method of bargaining to be determined by the preference of the 
majority of the workers or is a system of proportional representa- 
tion to be adopted? Where an overwhelming majority of the 
workers prefer one method little difficulty arises, but if preferences 
are more equally distributed awkward situations may develop. 
Trade unions with a small majority claim that they alone should 
select representatives for collective bargaining, and generally 
object to joining with representatives of the minority because lack 
of unity would be inevitable and conflicts might arise among the 
workers which would prevent the reaching of satisfactory agree- 
ments with representatives of the firm. The alternative of two 
or more agreements negotiated independently by representatives 
of the several groups of workers is often rejected on the ground 
that it would be impracticable for different standards of working 
conditions to be in force for similar work within the same under- 
taking; this method is, however, feasible if one union represents 
a large majority of the workers of a particular craft, as it can 
negotiate upon conditions for all workers in the category concerned, 
while other representatives may negotiate about the conditions 
of workers in other categories or departments. 

Two other questions have caused conflicts or differences. One 
is the refusal of employers to recognise the trade union, though 
they will agree to negotiate with persons who are in fact selected 
by trade union members and are prominent trade union officials. 
This may seem mere “hair splitting,” but in some conflicts it 
has been made a question of principle by the employers; 1 they 
regard the persons as representing the workers in their own 
undertaking alone, while to recognise trade unions would, in 
their view, expose them to demands based on conditions in other 
undertakings and districts which might not be appropriate to 
their own conditions. By adopting this attitude they are, of 
course, objecting to a specially important raison d’étre of the trade 
union. The second question is about the meaning of collective 
bargaining. The proper object of collective bargaining is to 


1 This was one of the difficulties in the dispute at the so-called ‘“ captive 
mines,’ operated by subsidiaries of the Steel Companies. The dispute was 
terminated in January 1934 by a form of contract which evaded the issue whether, 
as a matter of law, the contract did or did not amount to recognition of the 
union. (See National Labour Board Release 2826.) The National Labour 
Board in the Buffalo Baking Company dispute decided that employees may choose 
to be represented by a union. 
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reach agreement, but collective bargaining does not necessarily 
result in agreements, for a breakdown may occur. The Act 
provides for collective bargaining, but does not, and could not, 
require agreement, though the Government might use its authority 
to impose standards of working conditions upon industry. Some 
employers have seized upon a literal interpretation of the Act, 
have given representatives of their workers an opportunity to 
state their demands to the management, and then, dismissing 
them without any further attempt to reach agreement, have 
claimed that they have met the requirement of collective 
bargaining ! 


Ill 


Having summarised the main issues, the policies of the trade 
union movement and of employers since the passing of the Act 
are now reviewed. The collective bargaining clause of the Act 
was hailed with great enthusiasm by the trade unions, and a wave 
of organisation began such as has never been seen before in the 
United States. Within a few months there was an increase in 
membership variously estimated at a million to a million and a 
half, though an appreciable part of this accession of membership 
was unstable, workmen joining during an intense recruiting 
campaign in their area or at a time of conflict and allowing their 
membership to lapse when the organisers moved to another 
district or when the excitement of a dispute had died down. 

Immediately, the clash between the craft and industrial basis 
of unionism emerged. Faced with a flood of recruits in the steel, 
automobile and many other industries provisionally grouped into 
over one thousand so-called “‘federal”’ unions along industrial lines, 
often at separate plants, the old craft unions began to demand 
their distribution among the existing unions, and it required all 
the skill of the more progressive leaders to prevent this inappro- 
priate division of new members who were not generally craft- 
conscious.! The progress of recruiting was also hampered by 
jealousy between unions about the limits of their respective fields 
of operation. 

Meanwhile the industrialists were not idle. They quickly 
recognised that Section 7 (a) did not compel them to bargain with 
trade unions, but that individual bargaining and the company 
union method were equally legitimate if the workers were willing 
to use them. This was confirmed in official statements by General 


1 At its 1934 Annual Convention the American Federation of Labour adopted 
the principle of industrial unionism for mass production industries. 
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Johnson, then National Recovery Administrator.1 As, however, 
the emphasis of the legislation was upon collective bargaining, many 
employers who had hitherto fixed working conditions by in- 
dividual agreement felt that their position would be stronger if 
they adopted the policy of “collective bargaining through em- 
ployee representation.” Consequently there was a tremendous 
growth in the number of these company unions; so rapid was the 
movement that, by the end’ of 1933, the number of workers in 
undertakings where this method was in operation was said to be 
nearly three million compared with only one and a quarter 
million in 1932, the rate of increase being much greater than that 
of the trade union movement. The oil industry is almost com- 
pletely organised in this way, while the method has been extensively 
applied in steel (in over 85 per cent. of the industry), auto- 
mobile manufacture, rubber, and engineering. 

In presenting these plans for adoption the employers had to 
avoid methods which could be construed as involving interference, 
restraint or coercion upon the free choice of their workers, and 
many of the new plans were somewhat more liberal than some of 
the older ones had been, ¢e.g., providing for greater opportunities 
to discuss wages and hours. Some of the more individualistic 
employers regarded the adoption of such plans as a usurpation of 
management’s powers, and feared that the general acquisition by 
the workers of the habit of collective negotiation might provide 
a stepping-stone to trade unionism, but many were convinced 
that employee-representation plans would be an effective method 
of checking the advance of organised labour. 

Trade union organisation was also resisted by the issue of 
manifestos criticising trade union methods, policy and leadership. 
Wage increases were granted by employers, partly to show that 
when the situation was favourable working conditions could be 
improved without any need for pressure from organised labour. 
Also many firms tried to evade bargaining with the trade unions 
even when these claimed to represent a majority of the workers. 
They reasoned that though the trade union by an active campaign 
might temporarily secure a majority there was no certainty that 
it would retain its membership. They remembered previous 
periods of short-lived organisations, and preferred to bide their 
time instead of committing themselves to agreements which would 
have given great encouragement to the trade unions. 

Consequently, although trade union membership was in- 
creasing rapidly, the unions made little headway in securing 

1 Statements issued on August 24, September 4, and October 10, 1933. 


600 THE ECONOMIC JOURNAL [DEC. 


recognition and in effecting agreements. In some industries, 
particularly steel and automobiles, in which the industrialists 
were leading the opposition to the unions, demands for effective 
collective bargaining were virtually ignored. The situation is 
illustrated by the results of an inquiry by the National Industrial 
Conference Board in November 1933 into methods by which 
companies dealt with employees.1 The inquiry, which covered 
3,314 manufacturing and mining companies employing an aggre- 
gate of 2,585,740 wage-earners, showed that 45-7 per cent. of 
the workers had individual relations with the companies, 45 per 
cent. were covered by employee representation plans and only 
9-3 per cent. by agreements between the companies and trade 
unions. This last percentage gives no indication of the percentage 
of trade union members, as many workers covered by individual 
bargaining and employee representation plans were also members 
of trade unions which had not secured agreements. Small firms 
were predominantly using individual bargaining, while in the larger 
plants employee representation plans were more important. 
About 60 per cent. of the plans had been established after the 
passing of the National Industrial Recovery Act. 

In their efforts to ensure the employer’s right to deal in- 
dividually with his workpeople and to obtain an “ open shop” 
interpretation of Section 7 (a), the industrialists tried to insert 
clauses with this object in the codes of fair competition. The 
most determined effort was made by the automobile manu- 
facturers, who, although they failed to gain direct approval of 
the open shop, were successful in securing the inclusion in the 
Automobile Code of the ‘ individual merit” clause, which pro- 
vided that ‘‘ employers in this Industry may exercise the right 
to select, retain, or advance employees on the basis of individual 
merit, without regard to their membership or non-membership 
of any organisation.” 2 In view of the determined attitude of 
the industrialists, this clause received the acquiescence, with 
qualifications, of leaders of organised labour (members of the 
Labour Advisory Board). They soon repented of this lapse and 
condemned the clause, saying that ‘‘ among the industries now 
so keen for this clause are the very ones that in the past have 
decimated their labour forces to root out union men, all in the 
name of individual merit.” ? Even General Johnson later stated 


1 National Industrial Conference Board, Individual and Collective Bargaining 
under the N.I.R.A., New York, November, 1933. 

2 Code of Fair Competition for the Automobile Manufacturing Industry, as 
approved by President Roosevelt, August 26, 1933. 

3 National Recovery Administration Labour Advisory Board, Release 585. 
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that he had permitted the insertion of the Clause “in an un- 
guarded moment,” and, finally, President Roosevelt decided not 
to approve in any code of fair competition the incorporation of 
this or other clauses purporting to interpret Section 7 (a), because 
of the confusion and misunderstanding resulting from such 
interpretations. 


IV 


In the operation of the Act various interpretations of Section 
7 (a) have been given in the settlement of disputes. These show 
inconsistencies, the Administration effecting compromises according 
to the circumstances of the dispute. In the Berkeley Woollen 
Mills dispute, August 1933, the main point of disagreement was 
the refusal of a demand by the trade union for recognition, the 
management stating that they would only recognise a union 
consisting solely of employees of the mill, and would deal with no 
representative of the employees unless the representative was an 
employee of the mill. The National Labour Board4—a _ body 
established to settle labour disputes—decided that employees 
have the right to choose anyone they may wish as their represent- 
ative, and are not limited in their choice to fellow employees, and 
that the refusal of the management to deal with representatives 
of the employees, unless these representatives are workers in the 
mill, is an attempt to interfere with the employees in the designation 
of their representatives. 

In the Denver Tramway case the point at issue was whether 
the employees should bargain collectively through representatives 
of a company union or of a trade union. After a secret ballot 
conducted by the National Labour Board, which showed a small 
majority in favour of the trade union, the Board decided that the 
trade union was the selected agency through which the employees 
would bargain with the management; any agreement reached 
must apply to all employees of the Company. In other disputes 
also the Board decided that representatives chosen by the majority 
of a labour should bargain for all the workers.” 

Interference by the company with the free choice of repre- 
sentatives by its employees caused a protracted controversy at 

1 The constitution and functions of the Board are described in Section VI 
of this article. 

2 These decisions differ from explanations of Section 7 (a) given by General 
Johnson and Mr. Donald Richberg, August to October 1933, supporting the right 
of minorities to negotiate separate agreements, but the majority principle was 
again upheld, in September 1934 in the Houde Engineering Corporation case, by 
the National Labour Relations Board, which had superseded the National Labour 
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the Weirton Steel Plant, Pittsburgh. In October 1933 the 
Company agreed to the holding of an election to determine who 
should represent the workpeople, but instead of the election being 
supervised by the National Labour Board the Company conducted 
one in which about 80 per cent. of the workers voted for the com- 
pany union. The trade union employees immediately protested 
that the election had been unfair and made complaints of intimi- 
dation, and a substantial number of them then petitioned 
the Board to supervise a secret election. As, however, the 
Company made it clear that it would not deal with representatives 
selected at any election which the Board might supervise, the only 
course open to the Board was to refer the Company to the Depart- 
ment of Justice with a view to prosecution.1 This was typical 
of situations at other undertakings, including the Harriman 
Hosiery Mills and the Budd Manufacturing Company, some 
of which were settled by compromise after months of dispute, 
while others were referred to the Courts.? 

The Government was reluctant to bring many cases before the 
Courts, both because of the probable unfavourable effect upon 
public opinion and also because it was doubtful whether it would 
win its cases. The uncertainty of the Courts’ attitude was 
indicated when in May 1934 the United States District Court at 
Wilmington, by which the Weirton Case had been examined, 
refused to issue an injunction to restrain the Company from taking 
any part in the election of its employees’ representatives. The 
Court not only gave specific reasons for refusing the injunction, 
but declared that serious questions of law were involved, par- 
ticularly the constitutionality of the National Industrial Recovery 
Act. In the Harriman Hosiery Mills case the Department of 
Justice reported that the Company had violated no law or code 
provision. 

These disputes about trade union recognition at individual 
undertakings were mere skirmishes, though raising important 
questions of principle. Actually between August 1933 and March 
1934 the National Labour Board and its Regional Boards supervised 
240 elections, mainly at individual undertakings for the purpose 
of selecting representatives for collective bargaining, and had 
efiected settlements in many other disputes. In more than two- 
thirds of the elections the voting showed majorities for the trade 
unions, this resulting partly, no doubt, from the fact that demands 
for elections were made by the unions at times favourable to 
themselves. 

1 National Labour Board Releases, 3225 and 3556.  ? Ibid., 2283 and 3664. 


[| 


—— 


1934] THE “NEW DEAL” IN THE UNITED STATES. I. 603 


The first great industry-wide trial of strength on the question 
of trade union recognition was in the Automobile industry in 
March 1934, the dispute being of special significance both on 
account of its magnitude and of the terms of its settlement. The 
American Federation of Labour demanded recognition of its 
affiliated unions, which had made recent rapid gains in member- 
ship, and they also complained of victimisation of workers for 
trade union activities, for example, dismissal during seasonal 
slackness without being re-employed when trade became more 
active. The automobile companies maintained that their workers 
were generally satisfied with collective bargaining through em- 
ployee representation plans established with the support of 80 
per cent. of the employees without coercion by the companies, 
and the National Automobile Chamber of Commerce stated that 
it would refuse to recognise any union affiliated with the American 
Federation of Labour as such or to sign contracts with it. They 
accused the Federation of un-American and unpatriotic activities, 
and of endeavouring to dominate the industry and establish a 
labour monopoly. The workers were warned that “the de- 
pression years will look like prosperity years if business must 
stagnate because of quarrelling labour leaders who have only 
their own selfish interests at stake.” Of a leading Federation 
organiser it was said: “The only thing he owns in Detroit is the 
suit-case he brought with him,” while he and other trade union 
leaders were accused of having little or no interest in the welfare 
of the industry. 

The dispute was finally settled by President Roosevelt, the 
chief terms of settlement being : 

(1) Agreement of the employers to bargain collectively with the freely chosen 
representatives of groups, and not to discriminate against any employee on the 
ground of his union labour affiliations. 

(2) If there be more than one group, each hengndednd committee shall have a 
total membership pro rata to the number of men each member represents. 

(3) An impartial board with access to pay rolls and union membership lists, 
responsible to the President of the United States, shall be set up to decide upon all 
questions of representation, discharge and discrimination. 

(4) The Government makes it clear that it favours no particular union or 
particular form of organisation or representation; its only duty is to secure 
freedom of choice without coercion, restraint or intimidation from any source. 

(5) The industry understands that in reduction or increases in the number of 
workers, such human relationships as married men with families shall be given 
first consideration and then seniority, individual skill and efficient service. After 
these factors have been considered, no greater proportion of trade union employees 
similarly situated shall be laid off than of other employees. 

This settlement, which the President claimed as charting “ a 


new course in social engineering in the United States,” was a 
RR2 
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compromise based on the principle of proportional representation 
instead of majority representation. The question of trade union 
recognition was left open, while the fourth provision above holds 
the balance evenly between trade union and company union. At 
first the labour organisers welcomed the settlement, it being a great 
relief to them that a stoppage had been avoided, but later, as 
they made little headway in securing collective agreements, they 
became disillusioned. In the early days of the National In- 
dustrial Recovery Act organised labour had counted on receiving 
Government support of trade union bargaining with employers, 
and were now disappointed that the Administration had not 
taken steps to outlaw employee representation plans as company 
dominated. Henceforth, they placed less reliance upon Govern- 
ment support, the resistance of employers stiffened, and conflicts 
became more bitter. 

Other disputes need not be discussed in detail. Most of them 
have involved the trade union recognition issue, though in some 
the wage question has predominated. The railway dispute in 
March 1934, which was settled by a compromise, was about the 
restoration of a 10 per cent. cut made in wage rates in 1932; in 
this industry the skilled workers’ unions receive recognition, and 
methods of avoiding conflict operate under the Railroad Labour 
Act, 1926. In the Bituminous Coal Industry an important point 
at issue in the dispute of April 1934 was the wage difierentials 
between South and North. The bringing into operation of wage 
scales narrowing considerably the margin between South and North 
led to such vigorous protests by the South that substantial 
revisions were made. It was admitted that Southern industry 
had been built up on the basis of differentials, and the Admini- 
stration recognised that any sudden termination of established 
economic relationships would lead to confusion and hardship. 
Nevertheless, in this and other industries there has been a tendency 
towards reducing the differentials between South and North, and 
in announcing the terms of settlement of the Bituminous Coal 
dispute, President Roosevelt expressed the hope that standards 
of living in the South would continue to improve, and said that in 
the meantime Southern coal ought not to invade with its cheaper 
produce the area of higher wages and thus impose its lower stand- 
ards. Measures were not, however, proposed to prevent this 
invasion, which would be the economic consequence of the 
differentials. 

Towards the end of May 1934 extensive disputes threatened 
in iron and steel and in cotton, the chief trouble in the former 
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being trade union recognition, and in cotton the loss of earnings 
which would result from a reduction for twelve weeks of 25 per 
cent. in machine hours with the object of bringing production into 
line with demand. This question caused discontent throughout 
the summer, but the textile strike of September 1934 was chiefly 
about trade union recognition. A strike of longshoremen on the 
Pacific Coast, which lasted several months and culminated in a 
general strike in San Francisco in August 1934, was mainly about 
the demand of the International Longshoremen’s Union for higher 
wages and effective collective bargaining; the dispute was com- 
plicated by the question of the closed versus open shop which was 
raised by the demand of the union to control the hiring halls 
where labour is recruited. These and other disputes had the 
effect of making the year 1934 a period of exceptionally disturbed 
industrial relations. 


Vv 


Trade union recognition has been indicated as the chief cause 
of recent disputes, many of which have been the direct outcome of 
Section 7 (a) of the National Industrial Recovery Act and the 
consequent increased activity and insistent demands of the trade 
unions. A disturbed period was, however, inevitable as a result 
of dislocations and maladjustments arising out of the whole 
recovery programme, and particularly of the provisions of the 
industrial codes. Such vast economic changes could not be made 
without upsetting established relationships; some occupations 
and industries gained more than others, and the adjustment 
between money wages and cost of living was disturbed. Naturally 
those who found themselves worse off strove to recover their 
position. Many complaints of maladjustment arose out of the 
operation of the labour provisions of the codes, and it is therefore 
necessary to examine the chief effects of these provisions and the 
part played by organised labour in their establishment. 

The great majority of codes (e.g., 270 out of the first 300 to 
be approved) fix hours of work at forty per week or less. In 
many of them elasticity is arranged; thus in about one-third of 
the codes the hours are not fixed as a flat maximum, but are 
averaged over a period (sometimes of four weeks or even as long 
as three months), while a large majority provide for an extension 
of maximum weekly hours in periods of seasonal or other peak 
demand (e.g. up to forty-eight hours during six or twelve weeks in 
the year) or contain other overtime arrangements. Foremen 
and certain categories of workers—for example, repair crews—are 
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exempt. The minimum age for employment of juveniles is fixed 
at sixteen years. 

In most industries minimum wage rates are 35 cents or 40 
cents an hour or 12 to 15 dollars a week; the minima are often 
lower for Southern than for Northern States, and differences are 
sometimes arranged between other regions or according to size of 
town, while some codes fix different minima for men and women. 
The minima apply to the lowest class of labour in the industry. 
Scales for categories of semi-skilled or skilled workers are rarely 
fixed, though most of the codes include a general provision for 
determining the rates to be paid to these categories. In some 
codes the provision is a fairly definite safeguard, while in others 
it is too vague to be of practical value. Thus certain codes provide 
for maintenance of the differences prevailing between the various 
categories of workers before the fixing of the code minima; some 
state that wage rates shall be adjusted so as to yield not less for 
a week of forty hours than was paid for the same class of work 
before hours were reduced. Others merely require equitable 
adjustment of wage rates above the minimum, or increases which 
will maintain a fair relation for the higher categories. 

Relatively few disputes have been caused by the hours pro- 
visions of the codes, the general effect of which has been to reduce 
working time by about an hour a day. The policy of the unions 
is to secure a still shorter working week, with maintenance of 
earnings, as they believe this would increase the numbers in em- 
ployment by sharing the available work.2, Some groups of workers, 
however, have complained of the effect of reduced hours upon 
earnings, and demands have been made in some districts for a 
longer working week; as already indicated, the effect of shorter 
working time upon earnings caused protests accompanied by strike 
threats in the cotton textile industry. Other difficulties from the 
shorter working week have resulted where employers have 
endeavoured to ofiset the reduction in hours by increases in the 
speed of work. Complaints are also made that the system of 
averaging hours over extended periods has largely defeated the 
intention of spreading the work. 

More disputes have arisen from dissatisfaction among skilled 


1 Lower rates may be paid to learners and apprentices and to workers suffering 
from physical or other handicaps. 

2 See American Federationist, April 1934, Address by William Green, President 
of the American Federation of Labour, on ‘‘ Some Insistent Problems in Wages 
and Hours.” At the Federation’s Annual Convention in San Francisco, October, 
1934, the delegates voted unanimously in favour of a thirty-hour week for all 
industries. 
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and semi-skilled workers because of failure to increase their 
wages in proportion to the rise accorded to unskilled workers. 
The general effect of the minimum rates fixed for the unskilled 
seems to have been to prevent sweating, especially in the South, 
the code rates being a distinct advance from the low levels to 
which wages had fallen, but for skilled workers the elasticity of 
many code provisions has permitted extensive evasion of the 
Administration’s intentions that earnings should be maintained 
with the shorter week and that existing differentials between skilled 
and unskilled should be continued. In many undertakings 
skilled categories have been regraded at lower rates of pay, while 
the increases accorded have been more than ofiset by reduced 
hours and increases in the cost of living. In consequence, the 
purchasing power of large numbers of skilled workers has declined. 

Organised labour also protests that its participation in the 
drafting of the labour provisions of codes and in their administra- 
tion has been inadequate. Certainly its share has been smaller 
than would be claimed and accorded to the trade union move- 
ment in Great Britain if similar changes were being intro- 
duced. The Codes, including the labour provisions, are drafted 
separately for each industry by representative associations of 
industrialists. 'The drafts are considered at public hearings, when 
interested parties can state their objections. This gives the trade 
unions their first official opportunity of proposing changes, and 
they are assisted by a Labour Advisory Board, which is part of 
the structure of the National Recovery Administration, appointed 
by the Secretary of Labour and consisting of eight members 
mainly trade union officials.1 Organised labour complains that 
the industrialists have an unfair advantage because the drafts 
on which hearings are based are submitted by the trade asso- 
ciations, because the trade associations are in an unduly influential 
position in discussing the adjustments to be made to meet ob- 
jections raised in the public hearings, and because the Administra- 
tors before whom hearings are held and who mainly determine 
what attention shall be given to criticisms of draft codes are largely 
drawn from the ranks of the industrialists. 

The Administration, particularly General Johnson, has 
favoured industrial self-government rather than Government 
regulation of business ;* this is shown both in the drafting of the 


1 An Industrial Advisory Board and a Consumers’ Advisory Board are 
responsible that the interests of industrialists and consumers respectively are 
adequately represented. 

2 General Johnson was superseded in September 1934 by a Policy Board con- 
sisting of Cabinet members and other departmental chiefs, 
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codes by trade associations and in their application by Code 
Authorities representative of the industry with the Government 
assuming consultative and advisory functions rather than direction 
and control. The Code Authorities, with few exceptions, are 
composed almost entirely of industrialists, together with from 
one to three Administration representatives for purposes of 
co-ordination and advice and to protect the public interest. 
Only a few Authorities, e.g., that for the Men’s Clothing Industry, 
include members representing labour. In consequence of demands 
by the trade unions,! however, General Johnson decided, following 
the President’s Conference on N.R..A. in February 1934, to appoint 
a labour adviser and also a consumers’ adviser to the Administra- 
tion member or members of Code Authorities.2. These advisers, 
appointed on the nomination of the Labour and Consumers’ 
Advisory Board respectively, are not members of the Code 
Authorities, and attend meetings only on invitation, but they have 
free access to the minutes and have the right to appear before the 
Code Authority to make statements on specific subjects. They 
are required to treat as strictly confidential all information obtained 
in their advisory capacity. 

This arrangement meets only in part the demands of organised 
labour. The supply of information to the labour adviser is an 
advantage especially in affording early indications about changes 
in policy, but the fact that the information is confidential some- 
what limits the action which the labour adviser can take in 
consulting the interests he represents. Organised labour desired 
the right to attend all meetings, though this would have stifled 
free discussion by the industrialists and led to unofficial meetings 
by the industrialists alone. On the other hand, labour was 
willing to accept an advisory position, and preferred not to have 
voting power unless its representation was equal to that of the 
industrialists. The formal representation of labour on the Code 
Authorities would be of value in protecting the workers’ interests 
only when it had the backing of a strong labour organisation. 


VI 


Code Authorities composed mainly of industrialists may be 
fairly suitable for securing compliance with the trade practice 
provisions of the Codes, but complaints of violation of labour 
provisions and the settling of labour disputes must be handled 


1 See, for example, the American Federationist, March 1934, article on ‘‘ The 


Representation of Labour on the Code Authority.” 
? National Recovery Administration Release 4152, of March 31, 1934. 
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either by an impartial authority or by a body upon which labour 
is represented equally with industrialists. The need for machinery 
other than the Code Authorities to deal with these questions was 
soon recognised, as in very few industries are the Code Authorities 
so constituted as to give adequate protection to the interests of 
employees.! In fact, two systems were established, one to deal 
with labour complaints and the other with labour disputes. 

For labour complaints, as for violations of trade practices, 
the National Recovery Administration is an adjustment and not 
an enforcement agency; cases of wilful violation are referred to 
the enforcement authorities (e.g. the Attorney-General). During 
the early months of the Code system labour complaints which the 
workers or their representatives were unable to adjust with the 
management of an undertaking were usually submitted to the ap- 
propriate State Compliance Director, an official of the National 
Recovery Administration, who, with his Labour Compliance 
Director, endeavoured to secure compliance by investigation and 
conciliation.2 If he failed the case went forward to the National 
Compliance Director, and failure to adjust at this stage was 
reported to the National Recovery Administrator for reference 
to the enforcement agencies. Complaints of violation of labour 
provisions have been very numerous, especially against small 
firms in industries where trade unionism is weak. The pro- 
cedure for adjustment operated slowly, and, for reasons already 
indicated, few cases of violation have been referred to the 
enforcement agencies for punitive action. The Administration 
is, however, in a strong position for securing compliance by firms 
receiving Government contracts. 

With a view to improving the procedure for dealing with labour 
complaints, the Administration in March 1934 decided that each 
industry should set up an Industrial Relations Committee to 
handle labour complaints, and also labour disputes.* These 
Committees, of which few have yet been constituted, consist of 


1 The Manual for the Adjustment of Complaints (N.R.A. Bulletin, No. 7) 
states that complaints of labour violations should not be referred to the normal 
code body dealing with trade practice complaints unless the interests of the 
employee would be adequately protected. The Manual also distinguished 
labour complaints (i.e. alleged violations of code labour provisions) from labour 
disputes, which are defined as situations where a strike or lock-out exists or is 
threatened or as complaints which because they primarily involve Section 7 (a) 
of N.I.R.A. may lead to labour disputes. 

2 For purposes of investigation and recommendation the State Compliance 
Director may refer the complaint to a State Adjustment Board consisting of a 
representative of the industrialists, a representative of labour and an impartial 
chairman. 

3% National Recovery Administration Release 4152, of March 31, 1934. 
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an equal number of representatives of employers and employees, 
with an impartial chairman.’ Already before this new system 
was envisaged several industries had set up representative Labour 
Complaints Committees, or Labour Disputes Committees, or both, 
in accordance with Code provisions. These were chiefly industries 
in which labour was well organised, including cotton textiles, men’s 
clothing, and bituminous coal. The trade unions are favourable 
to the establishment of industrial relations boards in each industry, 
though the effectiveness of such boards is doubtful where labour 
organisation is weak. They would give opportunity to industries 
to adjust their own differences before complaints or disputes are 
referred officially for settlement by theAdministration’s compliance 
machinery. They might thus accelerate the process of adjust- 
ment, and they would also be in harmony with the favoured ideas 
of industrial self-government. It seems, however, cumbersome to 
set up over eight hundred separate boards (i.e. one for each 
industry working under a code), and the grouping of allied branches 
of industry under a relatively small number of boards, which is 
now officially proposed, would have advantages. 

Alongside these Industrial Relations Boards dealing both with 
labour complaints and labour disputes there is special machinery 
for labour disputes. The Federal Department of Labour has long 
had authority to deal with disputes through its staff of Com- 
missioners of Conciliation; a number of the States have also 
instituted conciliation machinery. In addition, a few industries 
had set up voluntarily by collective agreement schemes of con- 
ciliation and arbitration, while in one industry—railway trans- 
portation—a special system for settling disputes was established 
by legislation in 1926. 

With the introduction of the “ New Deal” two types of 
machinery for dealing with labour disputes were set up, one on a 
national and regional basis, with power to deal with disputes in 
any industry, and the other on an industrial basis, separate authori- 
ties being appointed in certain industries to deal with disputes 
arising in these industries only. At first this new machinery was 
operated as part of the N.R.A. system, but in 1934 it was brought 
into close association with the Department of Labour. 

The first new authority with power to deal with disputes in 
any industry was the National Labour Board, consisting of an 


1 As questions involving labour disputes were subsequently withdrawn from 
N.B.A., it is probable that Committees to deal with disputes will not be appointed 
in all industries, but that special machinery will be set up for certain industrial 
groups as occasion arises. 
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equal number of representatives of employers and of employees, 
with Senator Robert F. Wagner as Chairman.! It is not necessary 
to describe this machinery in detail, as it was superseded after 
less than a year’s operation by another system. The Board was 
empowered to deal with all disputes between employers and 
employees which, by involving risk of a stoppage, tended to impede 
the purposes of the National Industrial Recovery Act; it was 
designed especially to handle disputes arising under Section 7 (a) 
of the Act, and cases of non-compliance with code provisions 
resulting in a strike or lock-out being threatened or effected. In 
practice, a large majority of the disputes dealt with by the Board 
involved refusal of the workers’ rights of organisation, trade union 
recognition, and collective bargaining.2 As has already been 
indicated, the Board in settling various disputes supervised 
elections to determine the method of representation preferred by 
the workers. It also handled many cases of alleged discrimination 
against workers for trade union activities, and large numbers of 
workers were reinstated through its intervention. Chief after 
alleged violations of Section 7 (a) were wage disputes, including 
those arising from reduced weekly earnings consequent upon the 
shorter working week under the codes. The Board’s methods 
were mediation, conciliation, and voluntary arbitration; it had 
no powers of compulsory arbitration. Under the National Labour 
Board, eighteen Regional Labour Boards were set up, together 
with Local Labour Boards, each consisting of equal numbers of 
representatives of employers and of employees, with an impartial 
chairman. 

From the outset the Board was regarded as only provisional 
machinery, while in its operation it encountered the hostility of 
industrialists, many of its decisions being attacked as showing a 
marked bias in favour of trade unionism. Senator Wagner was, 
indeed, desirous of increasing the effectiveness of the trade unions 
and of securing a development of collective agreements with the 
trade unions representing the workers’ interests, and he regarded 
the employers’ manceuvre of collective bargaining with company 
dominated unions as a travesty of the intention of Section 7 (a). 
He therefore introduced into the Senate a Labour Disputes Bill, 
the chief objects of which were to equalise the bargaining power of 
employers and employees and to create a permanent National 


1 This Board was created by the President in August 1933. 

2 See Statistical reports summarising the Board’s work. The Board had only 
powers of adjustment, not of enforcement, cases of violation of the Act being 
referred to the Attorney-General. 
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Labour Board for the settlement of industrial disputes by voluntary 
mediation and arbitration.! Its provisions about collective 
bargaining were stronger and more definite than those of Section 
7 (a), while employers were to be precluded from adopting various 
“unfair labour practices,” with the consequence inter alia that 
company unions of the existing type, influenced or controlled by 
the employers, would have been difficult to establish or maintain. 

The industrialists were strongly opposed to the Bill, claiming 
that, in effect, though not in specific terms, it would enforce the 
closed shop throughout American industry, and would result in 
giving labour union officials virtual domination over American 
industrial life.2 They particularly resented the liability of em- 
ployers to action because of alleged ‘“ unfair labour practices,” 
while the trade unions were free from similar restrictions. So 
strong was the opposition to the Bill that it had no chance, even 
much amended, of being passed by Congress. 

In June 1934, however, Congress passed a resolution authoris- 
ing the President to set up mediation boards for the settlement of 
labour disputes, but leaving unsettled the questions whether the 
“closed shop ”’ principle should be applied if a majority of the 
workers demanded it, and the part to be played by minority 
interests in industrial negotiations.? Under this resolution the 
President set up a new National Labour Relations Board to 
supersede the National Labour Board.t Unlike the National 
Labour Board the new Board is “ non-partisan,” consisting of 
three impartial members, with no representatives of employers 
and employees. Also instead of being part of the National 
Recovery Administration it works in association with the Depart- 
ment of Labour, a desirable change ensuring co-ordination and 
preventing overlapping. The Board has authority to investigate 
questions arising under Section 7 (a) of the National Industrial 
Recovery Act or other differences obstructing the free flow of 
inter-state commerce; it may order elections to determine the 
workers’ representatives for collective bargaining, prescribe 
regulations for collective bargaining and investigate complaints 
of discrimination against workers because of their trade union 
activities. It may also, on the request of the parties to a dispute, 
act as a board of voluntary arbitration. It may retain or dissolve 

1 Its reference number is S. 2926, 73rd Congress, 2nd Session, February 28, 


1934. Some of its provisions resemble those of the Railroad Labour Act, 1926. 
2 Statement by the Directors of the National Automobile Chamber of 
Commerce. 
3 Congress Resolution No. 44, June 19, 1934. 
4 Executive Order 6763. 
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the regional and local boards set up under the National Labour 
Board, and has power to recommend the establishment of Regional 
Labour Relations Boards and special Boards for particular 
industries. The right to strike, to which organised labour attaches 
great importance, is in no way impaired by this new system. 

The Board appears to be adopting a narrow interpretation of 
its functions, for, although in August 1934 it made an attempt to 
handle the textile dispute, it finally, when the strike was declared, 
advised President Roosevelt to appoint a special mediation board 
for the purpose of effecting a settlement.! In communicating 
this advice the Chairman of the Board indicated that the Board 
regarded itself as an appeal court for the interpretation of Section 
7 (a) of the National Industrial Recovery Act in specific cases, and 
that “as a semi-judicial body it is desirable that we be as far 
removed as possible from direct participation in controversies over 
some aspects of which we may at a later date be asked to sit in 
judgment.” 

In addition to the National Labour Board and its “successor, 
the National Labour Relations Board, special boards have been 
set up, as already stated, to deal with disputes as well as with 
labour complaints in certain industries. Some of these are con- 
stituted under code provisions, but are generally responsible to 
the Administration, and not to the code authority. Under the 
Cotton Textile Code a Cotton Textile National Industrial Relations 
Board, consisting of one member representing the employers, 
one representing the employees, and an impartial chairman, was 
appointed by the National Recovery Administrator ;? similarly 
constituted Boards were appointed in each State in which the 
cotton industry operates, while whenever a dispute arises in any 
mill an ad hoc joint mill committee is set up to make a first attempt 
to compose the difference. Though it handled many labour 
complaints and a number of disputes at individual factories, 
the Board was ineffective in the dispute leading to the textile 
strike of September 1934, partly because the union leaders lacked 
confidence in it, and its supersession is under consideration. 
Under the Bituminous Coal Code six divisional or regional Boards 
to deal with disputes are set up, each consisting of one member 
representing labour, one representing the companies, and one 
appointed by the President. These eighteen members of the 
divisional Boards together form the National Bituminous Coal 


1 The employers had refused the Board’s invitation to meet the leaders of 


the unions in conference. 
2 This Board also dealt with labour complaints. 
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Labour Board, but in reaching its decisions only the six Presiden- 
tial appointees have votes. A Petroleum Labour Policy Board 
has been set up under the Petroleum Industry Code, while several 
other codes also provide for the establishment of machinery to 
handle disputes. 

Any regularly constituted machinery may prove inadequate 
in a crisis, and recourse to special or exceptional methods may 
often be expedient. In the most serious disputes President Roose- 
velt has intervened, and the terms of settlement have sometimes 
included the creation of industrial relations machinery, e.g. the 
Automobile Labour Board established in settlement of the 
automobile dispute, March 1934, and the National Labour Re- 
lations Board for the steel industry; sometimes he has appointed 
an ad hoc board of mediation with a view to settling a dispute, this 
course being taken in June 1934 during the longshoremen’s strike 
in Western and Southern ports, and in September 1934 during the 
textile strike when existing machinery had proved to be ineffective. 
In the disturbed state of industrial relations the need for flexibility 
of methods of adjustment and for adaptation to the circumstances 
of particular disputes has been given practical recognition, while 
the tendency has been to withdraw the new conciliation machinery 
from the National Recovery Administration and to bring it into 
closer association with the Department of Labour. 


VII 


To summarise, the National Industrial Recovery Act and 
other parts of the ‘‘ New Deal” have been responsible for a great 
increase in industrial unrest in the United States, which has 
hampered the return of prosperity. With rising prices stimulated 
by Government action and official support for the idea that higher 
wages with shorter hours are necessary to sustain business recovery, 
it is not surprising that industrial relations have been disturbed. 
Trade union recognition, however, has been the chief immediate 
issue. Leaders of organised labour interpreted the Government’s 
attitude and legislation to imply support of trade union recognition 
and collective bargaining, and they urged workers to join the unions 
as a patriotic duty. Employers in many industries long hostile 
to organised labour have adopted the ‘“‘ company union ”’ inter- 
pretation of collective representation, have asserted that the 
trade unions are grossly exaggerating their membership figures 


1 Exceptionally this Code is under the Secretary of the Interior, and not under 
N.R.A. 
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and represent a minority, often only a small minority, of the 
workers; and they have resisted demands for recognition in the 
hope that recent increases in trade union membership would 
prove to be temporary and that the movement would soon revert 
to its former weakness and quiescence. 

These irreconcilable attitudes have placed the Government in a 
dilemma; it cannot satisfy organised labour without alienating 
the industrialists, and to do this would prejudice the success of the 
recovery programme. It has inevitably attempted compromises, 
but these have satisfied neither side, though, their position being 
provisionally safeguarded, they have been more acceptable to em- 
ployers than to labour. At first the trade unions, grateful for the 
Government’s support of freedom of association and collective 
bargaining, tried to avoid great industrial conflicts, but later 
they became disillusioned, attacked N.R.A. for its failure to en- 
force the principle of collective bargaining, and resorted to strikes 
in an attempt to command recognition. The most disturbed 
period in the history of American industrial relations has resulted. 

Trade union recognition and effective collective bargaining 
cannot be enforced by Government edict. They must be the 
outcome of stable organisation among the workers, temperate 
leadership on both sides and mutual confidence in fair dealing. It 
is yet uncertain to what extent the unions will be able to consolidate 
their new membership, and, with the present attitude of each side, 
the immediate outlook is not favourable for industrial peace. 

J. Henry RiIcHARDSON 
The University, Leeds, 
October 15, 1934. 
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ECONOMIC REVIVAL IN SOUTH AFRICA 


On May 16, 1932,! the South African Select Committee on the 
Gold Standard reported, inter alia: 


* Your Committee is firmly convinced that the interests 
and welfare of the Union demand . . . the maintenance of 
the gold standard.”’ (Para. 121.) 

“The abandonment of the gold standard would confer 
no absolute benefit on the Union. It would not increase 
our national wealth by one penny. As the Governor of the 
Reserve Bank said ‘. . . interference with the measure can 
never make your cloth longer or the surface of your table 
greater : creating bad money will never create better business 
but the reverse.’”’ (Para. 120.) 

“Tt could at best only temporarily alleviate matters by 
bringing about a redistribution of wealth in the country, the 
full effects of which it would be difficult to foresee... . It 
would, however, introduce absolute drawbacks in the un- 
certainty as to the value of money.” (Para. 120.) 


The Union abandoned the gold standard on December 28, 1932. 
It is the purpose of this article to examine the validity of the 
above statements in the light of subsequent economic events in 
this country and to see how far prophecy has been translated into 
fact, for the turn of events is interesting not only from an historical 
' but also from a theoretical point of view.? For this purpose it is 
necessary to look briefly at certain aspects of the above report 
(i.e. the majority Report and not the Draft Report submitted by 
Mr. Kentridge which advocated abandonment of gold and ex- 
change parity with sterling). . 

The Report of the Select Committee. 

The following were the main arguments which influenced the 
Committee in declining to recommend the abandonment of the 
gold standard : 

1. To abandon the gold standard means “ upsetting the 
basis of all contract and all the manifold arrangements of the 


1 §.C. 9—’32. (Great Britain had left the gold standard in September 1931.) 
2 For a discussion of the period prior to abandonment of gold vide two articles 
in the Economic JouRNAL, March 1933, by Professors R. Leslie and S. H. Frankel. 
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community which depend on it. They would run the risk 
of having a currency the value of which no man would know 
from day to day.” (Para. 119.) 

2. The depreciation of the currency would be followed by 
a (corresponding and more or less immediate) rise in prices 
on the principle of the Quantity Theory of Money. (Paras. 
7, 57, 58, 64, 92.) 

3. If the gold standard were abandoned the exchange 
rates on gold standard (and other) countries would remain 
exactly as they were, 7.e. there would be no automatic 
depreciation. (Para. 90.) 

4. Abandonment of the gold standard would necessitate 
a policy of deliberate inflation to attain sterling parity. 
(Paras. 90, 91.) 

5. “The departure from the gold standard would act as 
a temporary relief (to the depression), but the permanent 
interest of the country would not be served by it. On the 
contrary, the cost at which the temporary relief would be 
bought would be so high that it must be ruled out as both 
uneconomical and dangerous.” (Para. 82.) 

6. “ A satisfactory case for abandoning the gold standard 
cannot be based on the prospect of lengthening the lives of 
the mines ” (as set out in evidence of representatives of the 
Gold Producers’ Committee, Messrs. J. Martin, P. M. Ander- 
son and W. Gemmill). (Para. 118.) 


The Committee could, perhaps, in the circumstances of the 
moment, hardly be blamed for playing for safety: nor can 
there be any question that its members honestly believed in 
the correctness of their statements, though subsequent events 
have entirely disproved their main conclusions. Nevertheless, 
much of the evidence tendered, particularly by the mining, 
commercial and industrial interests and by certain professional 
economists,! was definitely in favour of abandonment, primarily 
on account of the continued fall in world prices measured in 
gold. 


1 The writer, in a written memorandum submitted, and in evidence, advocated 
abandonment, parity with sterling, and ultimate devaluation; and stated that 
abandonment would result in approximate parity with sterling, the return of 
the liquid capital exported, more favourable competitive conditions for the 
exporting industries, a greatly extended life for the gold mines, the balancing 
both of the general and the railway budgets, no inflation, decreased taxation and 
a stock exchange boom. 

No. 176.—vo.. Ss 
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Immediate and Primary Effects of Abandonment. 


Abandonment of the gold standard, which was brought about 
directly by the political action of Mr. Tielman Roos, had three 
immediate and far-reaching effects : 

1. The Reserve Bank’s T.T. exchange selling rate on London, 
which stood at its lowest point in November 1932, at £66 15s. 
South African for £100 sterling, moved slowly but steadily till it 
stood at £70 10s. on December 24. A wild scramble for gold 
coin commenced on December 23, and though the Reserve Bank 
was on December 28 relieved of the necessity of paying out gold 
against its notes, it quoted exactly the same exchange rates on 
London as it had on December 24. 

The explanation of this is to be found in the evidence of the 
Governor, Mr. J. Postmus (Qq. 14-17), in which he stated emphati- 
cally on February 26, 1932, to the Select Committee, that should 
South Africa abandon the gold standard, the South African pound 
would not sink almost to parity with sterling and that, if the Govern- 
ment suspended convertibility of notes into gold but did not 
change the position of the Reserve Bank, “‘the Reserve Bank would 
go on paying its notes in gold and charging such rates of exchange 
as would keep the South African pound on a par with gold.” This 
statement was based on an examination of the Union’s trading 
position and balance of payments (Q. 20) and the “ normal ”’ 
demand for exchange. No account whatever was taken of 
abnormal demands for exchange, 1.e. the movement of short-term 
funds and liquid balances, which would arise in a crisis and which 
had been the previous experience not only of the Union but of 
other countries. 

But the statement was defective in another important respect : 
the Agreement of the Gold Producers to sell all their gold to the 
Reserve Bank (by means of which agreement only had the Bank 
been enabled to exercise control over rates, both of exchange and 
discount) was operative only so long as the Union was on the gold 
standard, which was defined as the ability to obtain gold on de- 
mand without any restrictions on its use. The importance and 
significance of this provision were apparently completely over- 
looked not only by the Board of the Reserve Bank (the Governor’s 
written statement represented the unanimous opinion of the 
Directors) and the Select Committee but also by the Government. 
Consequently the non-convertibility of notes automatically 
abrogated the agreement, and the following day, December 29, 
the Mining Industry refused to sell any more gold to the Bank, 
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its supply of exchange was cut off at source, and the Bank itself 
rendered entirely impotent. As from that day it ceased to quote 
exchange rates and dropped entirely out of the exchange market 
till January 21, 1933. 

The demand for sterling exchange continuing at the same un- 
precedented level and the supply being now entirely in the hands 
of the commercial banks, they pushed the selling rate the following 
day, December 30, to £91, and on January 3 to £96 (by which 
action the speculative demand largely ceased), and finally, on 
January 19, to parity. On January 21 the Reserve Bank resumed 
quotations at £997 Buying and £1007 Selling, a margin of 1 per 
cent., which has been strongly and correctly criticised by the 
business community since as excessive, but which has enabled the 
Bank to replace its capital losses, rebuild its reserve and resume 
payment of dividends and has sent the price of its stock, which 
stood at £202 17s. 6d. on June 30, 1931, from the lowest point it 
touched, £102 10s. on November 13, 1931, to £265 on April 14, 
1934. As from July 4 last the margin was narrowed to £2 and 
from July 30 to £3. The Deputy Governor, presiding at the 
thirteenth Godin General Meeting of Stockholders at Pretoria 
on June 28, 1933, more or less admitted what critics had always 
said, namely, “that in exchange relations the psychological 
value of the South African pound is parity with sterling.” A new 
Agreement with the Chamber of Mines was signed on May 10, 
1933, the Bank handling as usual all the gold produced in the 
meantime. The Currency and Exchanges Act, 1933, made Reserve 
Bank notes legal tender, reduced the statutory reserves against 
both notes and deposits from 40 to 30 per cent. and authorised 
the Bank to make investments to prevent undue fluctua- 
tions in the sterling exchange value of Union currency, any 
incidental losses or profits being borne by or accruing to the 
Government. 

2. Parity with sterling immediately resulted in practically 
all the liquid resources which had been transferred to London, and 
amounting finally to approximately £17 m. to £18 m., being 
repatriated at handsome profits and, in addition, a considerable 
amount of new capital was introduced, principally for the purchase 
of gold-mining shares. Since also abandonment of the gold stan- 
dard meant the accretion to the revenue of all exporters as a 
body (including, it is worth noting, not only the gold-mining 
industry but also farmers and all exporters of primary products) 
of the premium on gold, and since in the case of the gold-mining 


industry this amounted in 1932 to approximately £18,200,000 for 
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the Reef only, the earning prospects of the mines were enormously 
enhanced, and there resulted, therefore— 

3. A stock exchange boom in the shares of all gold-mining 
companies together with great incentives to new flotations. Ihave 
analysed this “Boom in Kaffirs” in considerable detail else- 
where,! but the significance of the altered fortunes of the gold- 
mining industry is dealt with later. Some indication of the change 
is, however, provided in the movement of the writer’s Gold Stock 
Index ? of the shares of thirty-one producing gold-mining companies, 
from 1,082 on December 10, 1932 (base 1,000 in January 1931), 
to 2,217 for December 1933 and 2,607 for May 1934. 


The enormous change in the economic situation, a direct 
result of abandonment, can be appreciated only in the light of the 
position which gold-mining in particular occupies in the economy 
of the Union. The following figures* give details of the Gold 
Mining Industry of the Witwatersrand for the year 1930 : 


Whites in Service . : 22,245 
Total in Service. 226,769 
Salaries and Wages to Whites : . £8,386,332 
Total Salaries and Wages ; ‘ . £15,297,662 
Value of Stores consumed £14,707,571 
Tons crushed . 831,701,103 
Fine ounces of gold . 10,538,797 
Value of gold produced . ; . £44,765,963 
Working Costs (32 producing . £30,935,241 
Dividends paid. .  £8,630,010 
Government’s share of pein: etc., year 

ended 31/3/31. . £2,169,082 


The Commission also arrived at the conclusion that “‘ about 
one-half of the population of the Union obtains its livelihood 
directly or indirectly from the gold-mining industry and that 
about one-half of the Government finances of the Union ‘ is derived 
directly or indirectly from the gold-mining industry.” The 
total visible exports of South Africa in 1930 were valued at 


1 Vide The South African Journal of Economics, Vol. I, No. 3, September 1933, 
“The Boom in Kaffirs—an Analysis,” pp. 320-346, with six graphs, including 
a new Gold Stock Index (31 mines). 

2 Since taken over, but altered to 30 mines, by the Union Department of 
Census and Statistics. Vide Monthly Bulletin of Statistics, June 1934, pp. 2-4 
and Table XXI. 

3 Extracted from the Report of the Low-Grade Ore Commission, 1932 (U.G. 


16—’32), pp. 21-22. 
4 Total Union Government expenditure in 1930-31 amounted to £30,813,216- 
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£83,447,534, and of this gold, bullion plus coin, totalled £46,318,576, 
and the total National Income of the Union was estimated by the 
Economic and Wage Commission of 1925 at £186 m. The Gold 
Producers’ Committee estimated that a currency depreciation of 
25 per cent. would on the 1931 output of 10,875,000 ounces be equal 
to an increase of £15,400,000 in the value of the output expressed 
in pounds of the new currency; additional costs might be 
£3,200,000; Government’s share of taxation, on the then basis, 
and profits on leased mines would be £4,200,000, leaving £8 m. 
balance of additional working profit available partly for dividends 
and partly for development. The Gold Producers claimed that 
the length of life of the Reef would be greatly extended, large 
bodies of low-grade ore then below the margin of payability would 
be profitably exploited and that no appreciable rise in working 
costs or prices need be anticipated at least for some considerable 
time. The Select Committee questioned the whole basis of this 
argument and strongly maintained that working costs and prices 
would rapidly rise and that any benefit to the mines would be 
offset by increased expenditure. 

The abandonment of the gold standard, therefore, though 
initially (i.e. immediately on abandonment) it did not involve 
any alteration in the total of the National Dividend but simply a 
transfer from importers and the purchasers of imported goods to 
exporters, enormously enhanced the income and profits to be 
derived from gold-mining, which, because of its major importance 
in the Union, has spurred incentives to production, kindled enter- 
prise and willingness to assume risks and made available enormous 
sums for capital development both from internal and external 
sources. The immediate effects of abandonment already noted 
have been followed therefore by 


Secondary and More Permanent Effects. 

These can be grouped most conveniently under the headings 
of changes in economic activity brought about by—(A) changes 
in incentives to private enterprise; (B) changes in Government 
policy and economic activity, which in South Africa, as in other 
countries, covers (not infrequently most unsuccessfully) a wide 
field. 


A. These proceed primarily from the changed position of 
the gold mining industry, especially on the Witwatersrand. A 
‘“new mining era” has been inaugurated and its evidences are 
greatest on the Reef. The increased price of gold has led directly 
to— 
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i. great development of existing areas, 

ii. exploitation of new areas. 
In the case of the existing Witwatersrand gold mines, £8,379,000 
was distributed in dividends in 1932 and £12,420,000 in 1933 
apart from appropriations for capital development. Whereas 
in 1932 the tonnage milled was 34,466,750 and the gold recovered 
10,987,341 fine ounces, the corresponding figures in 1933 were 
36,383,800 tons and 10,413,473 fine ounces. Contrary to the 
Select Committee’s report, the grade of ore has been steadily 
reduced and working costs have increased only a negligible 
quantity (and even then partly by increased development charges) 
as compared with the increased price of gold. 

New shafts are being sunk, greater depths worked, plant and 
equipment improved and extended, previously marginal mines 
expanded, mines long since closed down reopened, and new areas 
are being tested and exploited. Johannesburg and the Wit- 
watersrand pulsate with life and activity. 

It is, however, in new promotions and flotations, prospectuses 
for which appear every week, that revival is best seen and con- 
fidence in the Union’s chief industry shown. The following is 
the detailed analysis of flotations for the period January 1932 to 
June 1934: 

REGISTRATIONS OF NEw CoMPANIES 


General 
Mining | Commercial Total. 
mpanies. ‘ompanies. Companies. 
N. Nominal N. Nominal N. Nominal N. Nominal 
°- | Capital. °- | Capital. | “® | Capital. | “® | Capital. 

1932. £ £ £ £ 
Jan.—June 4 29,000 | 13 | 355,600 | 301 | 955,247] 318 | 1,339,847 
July—Dec. 5 891,500 | 10 62,860 | 269 773,986| 284 | 1,728,346 

1933. 
Jan.—June 42 | 3,509,752 | 16 111,465 | 329 | 1,355,250| 387 | 4,976,467 
July—Dec. 68 | 4,598,000 | 20 38,000 | 375 | 1,328,000} 463 | 5,964,000 

1934, 
Jan.—June 53 |10,598,000 | 24 | 258,000 | 543 | 4,870,000| 620 |15,726,000 


1 For destination of gold-mining dividends vide the writer’s article on ‘‘ The 
Boom in Kaffirs,” South African Journal of Economics, September 1933, footnote 7, 
p. 326, which stated, ‘‘ It is quite impossible to obtain figures which accurately 
indicate the Overseas and Local proportions. ... On an average, however, 
over a period of time, it is understood that approximately two-thirds of the total 
dividends distributed by the gold-mining industry find an ultimate resting-place 
Overseas.”” Since then the Office of Census and Statistics has made a detailed 
investigation, and for the second half of 1933 has found that 39-94 per cent. of 
the dividends declared and debenture interest paid by gold mines was paid in the 
Union and 60-06 outside (vide Monthly Bulletin, May 1934, pp. 2 and 3), which 
confirms the above. 
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Since the abandonment of the gold standard, therefore, 163 
gold-mining companies have been floated! mainly to develop 
further areas in the Witwatersrand, though outside areas such as 
Klerksdorp in the Southern Transvaal, Barberton in the Eastern 
Transvaal and the Murchison Range in the Northern Transvaal 
indicate the spread of operations. Both the West Rand and the Far 
East Rand are the scenes of intensive activity and boring opera- 
tions are in progress in areas which eighteen months ago were bare 
and silent veld. The Reef now extends from Potchefstroom on 
the West to Greylingstad on the East, and individual as opposed 
to company enterprise is likewise shown in the great increase in 
individual ‘ claims ” taken out. 

The speculative character of all mining is not in question. 
Prospecting is essential if mineral wealth is ever to be exploited. 
Yet it is obvious that all the new companies cannot succeed. 
Such capital losses are a necessary part of most economic activity 
which proceeds by trial and error. Yet a distinctign must be 
drawn between those companies which, from the start, have 
reasonable chances of success and those which have few or none. 
Many of these companies are for the purpose of exploiting known 
reef, have adequate capitals, will be well and honourably managed 
and technically well served and will undoubtedly reach the pro- 
ductive stage. Others will at least be well managed even if they 
do not succeed. But from their commencement the “ intentions ” 
and prospects of others may be doubted. ‘The capitals of not a 
few are inadequate, of others excessive, the market values of their 
shares absurdly high, and many have no quotation whatever. 
Directorates could in certain cases be improved. Already the 
conduct of certain companies has been a matter of public comment 
and in some cases of shareholders’ action, and a Shareholders’ 
Protection Society has been formed. The Companies Act in 
some directions is out of date, more stringent Government control 
and scrutiny of prospectuses and articles are necessary, and “‘ share 
pools ” require careful supervision. But, forced by the pressure 
of enormous sums seeking investment and the high price of gold, 
the promotion movement continues unabated. This is not to 
decry it, but merely to point out that, while the general position 
is inherently sound, dangers present in all booms are existent in 
current conditions on the Rand.? The prosperity of the gold- 


1 The writer is at present engaged on a detailed study of ‘‘ Company Flotation 
in South Africa, 1933-34,” which it is hoped to publish shortly. 

2 (a) For a discussion of the ‘‘ promotions ”’ vide the writer’s article “ The 
Boom in Kaffirs,” South African Journal of Economics, September 1933, pp. 343-4. 
It is significant that recent promotions are not so much producing companies as 
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mining industry is reflected in other lines. Property values have 
enormously increased on the Reef and a building boom of big 
dimensions is in progress which shows no signs of abatement, the 
number of building plans passed during the first eleven months of 
1933 being nearly 50 per cent. greater than that of the corres- 
ponding period of the previous year. 

Unemployment throughout the country has fallen considerably, 
though no reliable figures are available; both mining and second- 
ary industry recording notable improvement. No statistics are 
collected with regard to unemployment among Coloureds, Natives 
and Asiatics, though it is indubitable that at the depth of the de- 
pression it was very great indeed, the unemployment problem in 
the Union being “ solved ” in the main by substituting ‘‘ white ” 
for “ black ” wherever possible. 

Despite a severe drought in 1933 (broken by adequate rains in 
December) and locusts in 1934, the position of agriculture has 
definitely improved, the value of agricultural products and food- 
stufis exported during 1933 being £17:1 m. as compared with 
£13°5 m. in 1932, mainly accounted for by an increase in the value 
of wool exported (despite a reduction in quantity of over 100 m. lbs.) 
of £2,272,000 over that for 1932 and an increase in price from 4:2 
pence per lb. to 7:7 pence per lb. Mohair, hides and skins, fruit, 
sugar, wines and fish all recorded substantial increases both in 
quantity and value. Secondary production likewise shows revival 
and has recorded consistent improvement throughout the period 
under review. 

But the remarkable change which the altered currency policy 
has brought about is best seen in the banking figures and the 
financial position generally. Whereas the deposits (both time and 
demand) of the commercial banks in the Union increased from 
approximately £55 m. at the end of 1932 to £81 m. at the end of 
1933 and £84 m. at the end of June 1934 (£83 m. in May), time 
deposits having fallen from £25 m. to £20 m. and demand deposits 
having increased from £29 m. to £64 m. as between the two ex- 
treme dates, their discounts and advances in the Union dropped 


Investment companies and Fixed Trusts, many of ridiculously small capitalisation. 
From January to June 1934 there were no less than 47 such companies. 

(6) Mr. John Martin, President of the Chamber of Mines, spoke recently 
(June 16) of the share and promotion boom in the following terms: ‘‘ It is my 
personal opinion that there is some danger that the increased prosperity of the 
gold-mining industry may lead to and has led to fantastic expectations as to 
future results. ... The higher price of gold and the good position of the 
mining industry must not blind the public to the dangers of over-capitalisation 
and over-speculation.” 
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from £39 m. to £35 m. and stood at £37 m. at the end of May, a 
reduction in the ratio of advances and discounts to deposits from 
71 per cent. to 43 and thence to 45 per cent. in May last, the 
lowest figures ever recorded in the history of South Africa. The 
ratio of cash reserves to total liabilities (both time and demand) 
of the commercial banks has increased from 12°71 at the end of 
1932 to 36°11 at the end of 1933 and thence to 36°69 in May last, 
an equally unprecedented figure. Furthermore, the cash reserves 
of the commercial banks held as balances with the Reserve Bank 
increased from just over £4 m. at the end of 1932 to almost £26 m. 
a year later and stood at £29} m. at the end of June last. Similarly 
the note and deposit liabilities of the South African Reserve Bank 
advanced from £13,650,000 at the end of 1932 to £42,700,000 a 
year later, and stood at £49,504,010 at the end of June 1934, 
while its foreign balances (largely invested in London) increased 
from £152,000 at the end of 1932 to £18,900,000 at the end of 1933 
and £22,882,706 at the end of March 1934, and its gold reserve 
from £7,350,000 to £17,150,000 (at the old parity) and thence to 
£19,595,902 (June 1934). Domestic bills discounted have fallen 
from £1,189,404 at the end of 1932 to £8,837 at the end of 1933 and 
£13,154 at the end of June, while foreign bills discounted have 
increased from £408°4 to £19,184,366 and thence to £20,995,545. 

The above changes have naturally been followed by drastic 
reductions in both discount and deposit rates. The Reserve Bank 
rate of discount has been reduced from 5 per cent. to 4 per cent. 
(February 20, 1933) and to 3} per cent. (May 15, 1933), while 
that for first-class agricultural bills has fallen correspondingly 
from 5} per cent. to 43 and thence to 4. The fixed deposit rates 
of the commercial banks in the Union for three, six, nine and 
twelve months respectively, which stood at 3}, 33, 4 and 4} per 
cent. respectively at the end of 1932, have since June 5, 1933, 
stood at nil, 3, } and 2 per cent. Building Societies and other 
financial institutions are choked with funds, and money rates are 
low not from lack of desire to utilise the capital available but from 
the restricted number of avenues for investment open in the 
Union. Building Society fixed deposit rates (six to twelve months) 
have been reduced in the past eighteen months from 5} per cent. 
to 3 per cent., and mortgage rates in Johannesburg from 8 per cent. 
to 64. A stock issue on March 26 last of the Electricity Supply 
Commission of £63 m., 1954-64, at 98, bearing interest at 3} per 
cent., was fully subscribed in two days and a Benoni Municipality 
loan on July 27 last of £150,000 4 per cent. stock, 1965, issued at 
984, was over-subscribed in six and a half hours. 
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Several methods of utilising the country’s excessive liquid 
funds have from time to time been suggested. 

But the normal play of economic forces will, the writer suggests, 
bring about their own adjustments without any unnecessary 
interference : the temporary employment of funds in London, the 
gradual expansion of internal enterprise, increased immigration, 
and, despite the tariff, increased importation, together with the 
reduction of long-term rates of interest, will gradually rectify what 
is after all a purely temporary situation. There are unmistakable 
signs that these measures are already bringing about the necessary 
adjustments. 

Nor, contrary to the contention of the Select Committee, 
have prices, either Wholesale or Retail, exhibited the rapid upward 
tendencies prophesied. The Wholesale Index (base 1,000, 
January 1914) 955 in January 1933, stands at 1,139 for April 1934, 
and for the same dates the Retail Index figures (all items) are 
1,123 and 1,167, an increase of less than 4 per cent. There was, 
of course, no reason, either theoretical or practical, to anticipate 
the results which the Select Committee considered certain. With 
their minds impressed by the effects on prices of the war and post- 
war inflation an entirely wrong parallel was drawn. How the 
internal Wholesale Index will behave will depend on the relative 
proportions of home and imported goods in the Index, while the 
ultimate effect on the cost of living will be much smaller owing 
to the relative fixity of many of its components.? This factor 
is of vital importance in considering future wage policy in South 
Africa, particularly on the mines. 

B. This improvement in private activity is paralleled by a 
similar improvement in the financial position of the Union 
Government. The accumulated deficit carried forward from 
March 31, 1933, was £1,962,000. For 1933-34 current revenue on 
the then existing basis of taxation was £28,292,000 and estimated 
expenditure £34,016,000, giving a short-fall of £5,724,000 and a 
total deficit of £7,686,000. The figure of £34,016,000 was no less 
than £6} m. in excess of the original estimate for the previous year, 
and was made possible, as the Minister of Finance admitted, 


1 In the past few weeks a remarkable change has taken place in some Reserve 
Bank figures. As between June 15 and July 13 Foreign Bills Discounted have 
fallen from £22,420,094 to £16,817,758 and Bankers’ Deposits from £30,151,686 
to £24,602,667. 

2 Professor C. G. W. Schumann, in a calculation made in February 1932, 
came to the conclusion that an external depreciation of 334 per cent. would result 
in an increase in the Wholesale Price Level of about 15 per cent. and in the Cost 
of Living of about only 5 per cent., presuming stability of world prices. Vide 
The World Depression, South Africa and the Gold Standard, pp. 127-29. 
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only by the departure from the gold standard, and the increase was 
accounted for to the extent of £3,555,000 by direct assistance to 
farmers. The deficit of £7,686,000 was met to the extent of £6 m. 
by an Excess Profits Tax on gold, a tax which raised a storm of 
protest throughout the Rand and was modified this year. 

The Budget for 1934-35 revealed an even more satisfactory 
position. The surplus for .the year 1933-34 was £6,424,000, 
which extinguished the accumulated deficit and left a balance on 
hand of £4,510,000 plus an estimated surplus for 1934-35 of 
£2,808,000. The Excess Profits Duty of 1933 on the profits of 
gold mines, which was primarily intended to be a tax of 70 per cent. 
of the premium on gold, was amended and is now much more 
equitable.1 £3,860,000 was devoted to the reduction of debt and 
substantial remissions of direct taxation were made: the surtax 
upon fixed interest was dropped, stamp duty on cheques reduced 
from twopence to one penny, the estate duty abatement for Death 
Duty purposes was raised from £7,500 to £15,000, all forms of 
farm tax and quit-rent abolished, the primary abatement for 
normal income tax restored to £400 from £300 and extended to 
all classes of taxpayers, and in respect of normal tax payments 
a rebate of 20 per cent. was given, a total remission of income 
taxation of £853,000 for the year; licence duties payable by 
‘‘ agents of foreign firms ” were reduced, penny postage restored, 
and reductions in customs duties totalling £335,000 effected. Two 
Union Loans, one local and the other domiciled in London, have 
been redeemed and the interest rates converted from 5 per cent. 
to 3? and 3} per cent. respectively, a total annual saving in in- 
terest charges of £520,000. The issue of Treasury Bills was dis- 
continued? as from February 13, 1934, and Loans and Advances 
to the Government by the Reserve Bank, which had been as high 
as £3,700,000 on October 7, 1932, also ceased at the end of February 
1934. 

The buoyant and satisfactory position of the Union’s finances 
is paralleled by considerable improvement in the finances of the 
Railways and Harbours. The new Minister of Railways and 
Harbours, Mr. O. Pirow, has promised that at long last the 
Administration will be run “on business principles’: an extra- 

1 For two excellent discussions on Mining Taxation by Sir R. Kotzé vide 
The South African Journal of Economics, 


(i) “‘ The Gold Mining Position,” June, 1933, and 
(ii) “* The Excess Profits Taxation on Gold and Some of its Implications,” 
September 1933. 
2 In some ways this is to be regretted, since they formed the nucleus of a 
short-term money market for the Union. 
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departmental commission, under the chairmanship of Sir Guy 
Granet, was set up in 1933 and its report is expected shortly ; 
another commission, under the chairmanship of Sir William 
McLintock, will investigate the question of the Union’s harbours, 
and a departmental commission is to consider the possibilities of 
further railway electrification in the Union, while the Railway 
Administration has already taken over the privately owned Union 
Airways. Similarly, the Budgets of the Provincial Administra- 
tions and most of the Reef towns reflect the altered economic 
conditions. 

It is in the realm of agricultural policy that most doubts arise. 
The Union suffers from a chronic bucolic complex. Though 
recent events have done something to dissipate the idea, the 
belief is still firmly held that agriculture is the principal industry 
of the country, despite the considered opinion of such an expert as 
Professor H. Leppan that the Union is much more suited to 
pastoral than to agricultural pursuits, and the obvious fact that 
the prosperity of the Union is based on its gold-mining industry. 
While the difficulties of agriculture (drought, floods, locusts, etc.) 
are admitted, and the desire of successive governments to build 
up a sound agricultural industry, towards the time, now distant, 
when,no matter what the price of gold may be, South Africa’s mines 
will be exhausted, is understandable, past policy in the way of indis- 
criminate subsidies, wasteful and impossible irrigation schemes, 
Land Bank loans which, not infrequently, finally develop into 
gifts, protection for the growth of products such as wheat, for 
which soil and climatic conditions are admittedly not suitable, 
together with continuous government interference by way of 
unbusinesslike control boards 1 and export quotas, has been utterly 
unsuccessful, and has, as is now officially though hesitatingly 
admitted, succeeded only in breeding an attitude of mind among 
sections of the farming community which looks continually to the 
Government for assistance. Such methods will never raise “sturdy, 
energetic and independent ” agriculturists. Good farming will be 
achieved by good farmers and not by perpetual subsidies. These 
facts are gradually being recognised and agricultural policy, as 
stated anyway, has, since the abandonment of gold, been directed 
with more constructive objects. A definite policy for the pre- 
vention of soil erosion has been undertaken, schemes for the 
scientific and technical training of farmers and those desiring to 
be farmers inaugurated, water conservation schemes by the 


1 Vide ‘“‘Two Conferences’? by Dr. J. G. van der Horst, South African 
Journal of Economics, March 1933. 
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building of a large number of small dams all over the country, 
and the commencement of certain larger irrigation works, under- 
taken, and a commission on Agricultural Co-operation appointed, 
which has, in its report, made important recommendations, 
most of which the Government proposes to adopt. 

The whole of agricultural policy, particularly that relating to 
irrigation, was ably surveyed and criticised by Dr. A. L. du Toit 
in his Presidental Address to the South African Association -for 
the Advancement of Science on July 2 last. Whereas since 
Union (1910) to March 31, 1932, the total direct revenue from 
mining has been £86-15 m. and the cost of administration of the 
Department of Mines £6-5 m., the total direct expenditure on the 
various Departments of Agriculture was £24-23 m. and revenue 
£4-67 m., and loans created £25-67 m. on which sterling interest 
is payable. Clearly, while mining may be a wasting asset, 
agriculture is quite definitely in many ways a wasteful one, and a 
thorough and searching investigation into the whole agricultural 
position is long overdue. 


Conclusions. 


From the foregoing survey it is obvious that not one of the 
prophecies of the Select Committee has eventuated. So far 
from abandonment “ not conferring any absolute benefit on the 
Union, nor increasing our national wealth by one penny,” it has 
turned depression into revival. While currency depreciation to 
another country might have meant nothing, to South Africa, with 
its enormous dependence on gold, it has meant everything.” 

Such a statement obviously needs qualification: it would 
be idle to pretend that the future contains no problems and that 
simply by a change of currency policy permanent economic 
prosperity has been attained. Complete revival will come only 
with an improvement in international trade. The future in some 
ways is more, not less, difficult—the problems of prosperity are 
no less onerous than those of adversity. The future of South 
Africa depends on gold and gold on its price, and though there 
would appear no reason to anticipate much, if any, reduction in 
the latter, the major technical problems of mining remain.* 


1U.G. 16—34. 

2 Only, it must be emphasised, under the peculiar circumstances prevailing 
in South Africa in 1932—no general advocacy of depreciation is, of course, 
intended. 

3 For an excellent discussion of the principal technical factors involved in 
mining policy vide ‘‘ Witwatersrand Mining Practice: the Dominant Factors,” 
by J. M. M. Ewing, South African Journal of Economics, June 1934. 
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Moreover, a national stock-taking is necessary and the 
following seem to be suggestive lines :—the establishment of a 
general economic council for the Union to advise on lines of major 
policy and work out a co-ordinated programme; searching 
investigations into the incidence and effects of the South African 
Tariff, as well as the effects of Industrial Legislation, and par- 
ticularly into the agricultural position; greater control over new 
company flotations, particularly those interested in gold mining ; 
a lesser rate of increase in government expenditure; an improve- 
ment in the economic position of the natives; and finally, a 
constructive mining policy. 

Nevertheless, the Union has been presented with a unique 
opportunity for reorganising its economic life on more permanent 
lines, and for building up scientifically an economic structure 
which shall be sound and endurable. 

C. 8. RicHarps 


University of the Witwatersrand, 
Johannesburg, 
August 3, 1934. 


MONETARY ANALYSIS AND THE INVESTMENT 
MARKET 


In the propositions of economics an algebraical notation has 
the advantage of a precision which cannot always be attained 
by the literary contrivances of language. That is so, not merely 
because the same symbol must always represent unequivocally 
the same idea, but also because, to justify the simple relations of 
plus and minus, we are compelled to settle a number of questions 
of definition which could otherwise be left open. 

In this article there will be no subtle or abstruse mathe- 
matical calculations. It is devoted to elucidating the mutual 
relations of a number of variables employed in monetary theory, 
but the relations are of the simplest, and the primary interest 
is in adapting the definitions of the variables to these simple 
relations. 

Consumers’ income I define to be the total income of the 
community expressed in monetary units. Consumers’ outlay is 
the total expenditure out of income, including expenditure on 
investment. 

Consumers’ cash balances are those balances (of currency 
and bank credit) which are fed from income. 

If all income were paid into these balances and they were 
fed from no other source, the consumers’ outlay could be simply 
identified with the disbursements from them. But in practice 
there are some incomes which are not paid in cash; for example, 
wages paid in kind, and profits which are not drawn out of a 
business but are treated as income reinvested in it. In such 
cases we regard a single act as combining the receipt and 
expenditure of income. 

And consumers’ cash balances are also fed by some receipts 
other than income, such as the proceeds of sale of securities 
or property, gifts, bequests, etc. These I call extraneous 
receipts, and the consumers’ outlay in any interval of time is 
arrived at by deducting from the total disbursements out of 
the consumers’ cash balances the extraneous receipts in that 
interval. 

Traders’ cash balances are the balances held for business 
purposes. They comprise, in fact, all the currency and bank 
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credit outstanding, other than the consumers’ cash balances. 
A trader is anyone who incurs costs in the course of his business.! 
His costs are met from his cash balance, and his receipts are 
credited to it. His income is the net profit which, in so far as 
it is not reinvested in the business, he draws out and places in the 
private cash balance belonging to him in his capacity as consumer. 

The cash balance of any trading concern is a part of its capital, 
and payments from the balance are not payments out of income ; 
they merely change so much capital from one form into another. 
Accordingly they are not part of the consumers’ outlay. 

When either a trader or a consumer becomes indebted to a 
bank, the indebtedness is to be treated as a negative cash balance. 
The excess (positive or negative) of the cash balances of any 
group of people over their indebtedness to the banks we call 
their net cash resources. 


Let selling value of output ; : == A, 

sales of products to final purchasers . aw 

consumers’ income . : == 

traders’ cash balances . G, 

consumers’ cash balances . ‘ ‘ =i, 

traders’ indebtedness to banks . 

consumers’ indebtedness to banks 

traders’ net cash resources =f — Do 
consumers’ net cash resources . =C’ — = 


Incomes are derived from production or economic activity. 
Apart from the simple case of personal service rendered direct 
from producer to consumer without the intervention of any 
trader, incomes take the form either of costs (such as wages, 
salaries, interest or rent) or of profits. One trader’s payments 
for intermediate products or materials are the receipts of another, 
and consequently they cannot ultimately be regarded as costs. 
But we cannot draw the simple conclusion that A = B, for there 
is one category of costs by which incomes are not generated ; 
that is depreciation. The selling value of output has to provide 
a margin sufficient to cover, over and above all other costs, 
the continuing loss of value of capital through the approach of 
the time when it must be discarded on account of wear, obsolesc- 
ence or any other cause, and will have to be replaced. 

1 This definition is not to be pressed too far. We can treat minor incidental 


occupational expenses, which do not justify the maintenance of a separate business 
cash balance, as “extraneous outlay ”’ offsetting receipts which are not income. 
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If the necessary allowance for depreciation be K’', we have 
B=A— 

There are, it is true, some incomes which correspond to no 
current output, such as interest on the unproductive national 
debt, and various gratuitous pensions and benefits. We regard 
the Government as a “trader” supplying law, order, adminis- 
tration and military force to the community, and receiving 
payment in the form of taxation. We can regard these un- 
productive incomes as part of the cost of Government, or, perhaps 
preferably in the case of the gratuitous pensions and benefits, we 
can regard them not as incomes at all but as extraneous receipts. 
The taxes paid to the Government are included, in their entirety, 
in the consumers’ outlay, but a part of that section of outlay is 
for providing these extraneous receipts and not for meeting the 
cost of Government properly so called. 

Similarly we regard any charitable institution which incurs 
costs as a “trader.” Contributions from its subscribers are 
included in consumers’ outlay, and the salaries and wages re- 
ceived from it are included in consumers’ income. The sums 
received by its beneficiaries are not income but extraneous 
receipts. 

In any interval of time, t, let C, C’, D, D’, M, M', be increased 
by c, c’, d, d’, m, m’ (any of which may be negative quantities). 

Then (B — B’) t, the excess of consumers’ income over con- 
sumers’ outlay, is equal to c’ — d’ or m’, the increase in consumers’ 
net cash resources. 

(A — A’)t, the excess of output over sales, is the addition 
made to what may be called working capital, that is to say, 
goods destined for sale and not yet sold, whether in course of 
production, in transit or in stock, together with materials or 
intermediate products that are used up in the processes of 
production. 

Let the working capital be HZ, and let the increment of working 
capital in the interval, ¢, be e, so that H becomes EF + e, and 


(A—A')t=e. 


The sales of goods, A’, include a portion, which we will denote 
by H, sold direct to consumers and included likewise in the 
consumers’ outlay, B’. But they will also include capital goods 
sold not to consumers but fo traders. 

Some capital goods are purchased by consumers direct from 
traders, and are included in H; for example, houses bought by 


intending occupiers. But the final purchasers of capital goods 
No. 176.—vo.. Xtiv. TT 
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are for the most part traders. Capital goods are distinguished 
from the goods which constitute working capital in that they are 
acquired by traders, not for resale, but for use. They include 
instruments of production, and also expenditure on immaterial 
capital, such as advertising, promotion, etc. 

These capital goods are not bought out of income, and are not 
part of the consumers’ outlay. They are bought out of capital, 
and the traders’ capital resources are increased for the purpose by 
sales of securities (either new issues or existing securities held by 
them) to the investment market. 

We shall find it convenient to distinguish the capital resources 
of the investment market from those of the other traders. 
The characteristic of the former is that they are employed ex- 
clusively in buying and selling securities. The rest of the traders’ 
capital we shall refer to under the heading of Industry, a term 
here given an extended meaning to cover all those forms of 
economic activity that use capital goods.+ 

Since the investment market’s capital is invested only in 
securities and not in capital goods, the resources of the traders 
who are the final purchasers of capital goods are to be found 
exclusively in Industry. Industry raises capital by selling 
securities to the investment market, and the investment market 
sells securities to investors, thus serving as a channel between the 
investors who save and the traders who incur capital outlay. 

The investors are consumers, and their investment is a part 
of the consumers’ outlay. In fact so much of the consumers’ 
outlay as is not applied to the purchase of goods and services 
is applied to investment. The portion applied to goods and 
services is what we are denoting by H. The portion applied to 
investment we will call J, so that B’ = H + I. 

Investment includes not only the purchase of securities in 
the usual sense of stocks, shares, debentures, bonds and mort- 
gages, but the acquisition of any rights or interests in trading 
concerns or income-yielding enterprises. Undistributed profits 
of any concern count as income reinvested in it by the proprietors. 
Life insurance premiums count as income invested in the assets 
held by the insurance companies. 

Since the private investor not only buys securities but also 
sells them, investment will be a net amount, the excess of securities 
purchased over those sold. The speculative investor, who obtains 
a bank advance in order to take what he regards as a favourable 


1 It even covers the capital assets other than securities and cash held by the 
investment market itself, e.g. office accommodation and furniture. 
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opportunity to buy securities, we regard as anticipating income. 
Perhaps we should treat the pure speculator, who obtains an 
advance to buy securities for the express purpose of selling them 
at a profit, as a “trader,” and include him in the investment 
market; but, alternatively, we can, if we choose, treat his pur- 
chases as investments out of income, and the proceeds of his 
sales and of the loans from his broker as extraneous receipts. 

We will denote by I’ the capital raised by industry. Capital 
raised is to include not only the new issues and existing securities 
sold to the investment market, but also reinvested profits, which 
are likewise included in investment, though they do not pass 
through the market. Capital raised is, like investment, a net 
amount, securities purchased or redeemed by traders being set 
off against those sold. When a trader gives credit to a customer 
he is regarded as buying a “ security,’ the customer’s debt. 

The investment market receives J and disburses J’, and there 
results a change in its net cash resources equal to the difference 
between J and J’. But this does not cover all the transactions 
of the investment market, for securities may be bought and sold 
not only by traders and consumers, but by banks. When a 
bank lends to a trader, D and C are increased by equal amounts, 
and there is no change in the traders’ net cash resources, C — D, 
or M. But when a bank buys securities, the investment market 
is credited with the proceeds, and C is increased, while, since 
there is no corresponding increase in traders’ indebtedness, D, 
there is an equal increase in M.1 

This increase in M takes the form of an increase in the net 
cash resources of the investment market. In view of the pre- 
valent practice of carrying securities with borrowed money, the 
net cash resources of the investment market are likely to be a 
negative quantity. We will denote by F the net indebtedness of 
the investment market to the banks, so that the market’s net 
cash resources are — F. Since the net cash resources of all 
traders are M, those of industry, being all traders other than the 
investment market, are M + F. 

If S be the securities held by banks, and if F and S become 
F + fand S + s in time, ¢, then: 


Let the capital goods purchased by industry for use be K. If 
from this we deduct depreciation, we get the effective net addition 


1 Alternatively, D is decreased, and there is no corresponding decrease in C. 
TT2 
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to the capital equipment of industry, which we will call “ capital 
sunk.” Capital sunk = K — K’. 
Since all sales are either to consumers or to other traders, 


H + K = total sales = A’. 


“Sales” will include extensions of plant made by a trader 
for his own business and not bought from another trader. 

The traders have to pay for their purchases. They procure 
the requisite means partly by raising capital to the amount, I’, 
and partly by intercepting a portion, K’, of the proceeds of sale 
of goods in the form of a depreciation allowance. The total 
amount at the disposal of industry for the purchase of capital 
goods we will denote by J. J =J1'+ 

If (in this context) we give the name gross profits to the 
excess of selling value of output over all costs other than de- 
preciation, then gross profits are equal to net profits, plus 
depreciation. If R be gross profits reinvested, and R’ be net 
profits reinvested, we have : 


R=R + K’. 


The net profits reinvested appear in both investment and 
capital raised. If we deduct this common portion from both, 
we find J — R’ = securities sold by the investment market to 
investors, and I’ — R’ = securities bought from industry. Also 
’—-R=J—R, and B—-R=A-R. 

The depreciation allowance appropriate to any concern is a 
matter of opinion; it depends on estimates of the remaining life 
of each piece of plant. The time within which plant will be 
worn out is uncertain enough, while the chances of premature 
obsolescence or accidental destruction are incalculable.1 Con- 
sequently the division of F into the parts R’ and K’, or of J into 
the parts J’ and K’, is not a matter of objective fact. 

The same applies to the division of K into depreciation and 
capital sunk. Except for actual replacements of plant which is 
being scrapped, there is nothing to distinguish capital goods 
that are paid for out of depreciation from capital goods that are 
paid for out of investment. 

Depreciation is to be regarded not as paying for an identifiable 
section of capital goods, but rather as a debit or lien attaching to 
the output of capital goods as a whole. Only the excess of the 


1 Depreciation includes insurance against fire, shipwreck, etc. The chances 
of loss can, of course, be estimated approximately for the purposes of insurance 
premiums. 
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capital goods remaining after this debit has been discharged is 
available to satisfy the demand represented by investment. 

The depreciation allowance of a concern may simply be re- 
invested in the concern itself, increasing its assets (or diminishing 
its liabilities). It is then indistinguishable from capital raised by 
the concern through an issue of securities. Or it may be invested 
in securities acquired by the concern for the purpose. In that 
case the money is being made available through the investment 
market for the capital requirements of other traders. 

If the depreciation allowance is miscalculated, the result is a 
compensating error in the net profits reinvested. If the deprecia- 
tion allowance exceeds the gross profits reinvested, the net profits 
reinvested are a negative quantity, and appear as such in J and 
also in J’. The capital raised by the concern is a negative 
quantity in the sense that its capital assets have been reduced 
and its share capital ought to be written down. 

We may call output, minus depreciation, net output, and 
sales, minus depreciation, net sales. Then net output is equal to 
consumers’ income, and net sales are equal to goods sold to con- 
sumers, plus capital sunk. (A — K’ = B, A’ — K'’ = H + 
K — K'.) We might have employed net output and net sales 
instead of output and sales in our equations. That would have 
meant treating the capital goods sold to traders to the amount 
required to make good depreciation not as a part of output at all, 
but as a part of the cost of production of net output. Deprecia- 
tion would then, like other costs, generate incomes through the 
production of these capital goods. 

Or we might have defined consumers’ income to mean income 
distributed, excluding from it the net profits reinvested. Income 
distributed = B— R’ = A—R. The corresponding outlay, 
investment and capital raised would be B’ — Rk’, I — R’ and 
ord — RB. 

But the equations as we have framed them are nearer to the 
facts. In dealing with consumers’ income or with investment, 
we must take account of depreciation in spite of all its un- 
certainties, for it governs people’s beliefs as to what they can 
legitimately regard as income or as an acquisition of capital, and 
it is essential to the definition of capital sunk. But in dealing 
with output and sales, any such departure from a purely objective 
measure is unnecessary and therefore undesirable. 

So much of the sum, J, available to industry for the purchase 
of capital goods as is not spent is added to the other capital re- 
sources of industry. These other capital resources, which are 
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composed of working capital and net cash resources, we will call 
circulating capital, and denote by L. If 1 be the increment of L 
in time, t, then : 


(J —K)t 
L=H+M+4F, 


Thus, whereas one part, H, of the consumers’ outlay finds its 
destination immediately in an equal amount of sales of goods, 
the remainder, J, follows a more devious path. It travels first 
into the investment market, whence, modified by the change of 
net cash resources, f + s, it emerges as I’, the capital raised by 
industry. J’ then joins forces with K’, the depreciation allowance, 
to make a total, J, and finally, after an increment (or decrement) 
of the circulating capital of industry, /, has been provided, a sum, 
K, is spent on capital goods. 


H+K =A, 
Therefore, A’ —B=K-—I 
and, since K’=J -I', 
(A’ — B)t=Kt—(J —K)t+( —T)t 
=Kt—Ilt+ft+s. 


We may regard the net cash resources of various groups, the 
circulating capital, and the working capital as pools, and con- 
sumers’ income and outlay, output and sales, investment, capital 
raised and capital sunk as streams connecting the pools together. 

The change of level in any pool in the interval of time, ¢, is the 
difference between the inflow and the outflow. When the dis- 
bursements of any group of people exceed their receipts, they 
may be said to release cash; when their receipts exceed their 
disbursements, they may be said to absorb cash. There may be 
a release or an absorption of cash at any of the pools. 

For consumers an absorption of cash is the difference between 
consumers’ income and consumers’ outlay. 

An absorption m' =(B— B')t; 

a release, — m' = (B’ — B)t. 

For the investment market, f is the release of cash, while the 
release of cash through the purchase of securities by the banks is 
s, and 

ftis=(I' -I)t. 

The release of cash by the banks and the investment market 

is the excess of capital raised over investment. 
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For industry receipts are composed of sales to consumers, H, 
and capital raised, J’, while disbursements = B. The release of 
cash is (B—H —I')t or (B—B’+I1-—TI')t. In fact the 
release of cash by industry is necessarily equal to the absorption 
of cash by the consumers, the investment market and the banks. 


Since A—B=K'=J-—-I 
And B' —-I =H =A’' — K, 
or e—m +f+s—l=0. 


Since B— B’+I—-l=A-—A’+K —J, we have the 
alternative form (A — A’ + K — J)t or e —/ for the release of 
cash by industry. That is to say, the release of cash is the 
excess of the increment of working capital, e, over the increment 
of circulating capital, 1. It is also the resultant of the difference 
between output and sales and the difference between capital 
raised and capital sunk. 

For traders in the aggregate a release of Gash = — m 
=e-—I+f. This is equal to the absorption of cash by con- 
sumers and banks or m’ — s. 

Finally, the release of cash by the banks is equal to the absorp- 
tion of cash by consumers and traders together, or s = m + m’. 

We can express the equations in terms of net output and net 
sales by making K’ = 0, so that A = B, K = capital sunk, and 
J aT’. 

Again, we can give the equations a different form if we denote 
all the securities held by traders, both in industry and in the 
investment market, by U, and the new issues by N. We will 
call the circulating capital of all traders V, so that V = H+ M 
= F. If wand v be the increments of U and V in time tf, 
then : 

(VN —I)t=u+s, 
(N—K+K)t=u+y, 

Capital raised is a more significant factor than new issues, 
and therefore this alternative form of the equations is less useful 
than that which employs J and I’. 

Since F =the securities held by the investment market 
against bank advances, U — F = those held by traders (including 
the investment market) with their own capital. 

(N —TI')t=u-f. 


The increment, uw, must include any gain or loss of value of 
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the securities composing U, either when the gain or loss is realised 
in an actual sale, or alternatively whenever the market prices of 
securities change. If we choose the latter alternative, the gain 
is added to reinvested profits, R’ (or the loss is deducted from 
them), and each of the quantities A, A’, B, B’, J, I', J and H is 
increased by the same amount. The profit on the securities is 
treated as remuneration for the “ service” of dealing in them, 
and that service is included (along with such charges as brokers’ 
commission) in H, the value of goods and services sold direct to 
consumers. When a trader realises a profit on securities sold to 
the investment market, his operations are an “ intermediate 
product,” leading up to the finished product, the services rendered 
by the investment market to consumers. 

When new money is invested in the investment market itself, 
e.g. to increase the stock-jobbers’ capital (whether through an 
issue of securities to investors or the reinvestment of profits), 
this is included in J. The immediate effect is to reduce F, the 
net indebtedness of the investment market, but, if the sum so 
made available is invested in securities, F remains unchanged and 
I’ is increased. Thus investment in the investment market has 
precisely the same effect as investment in industry. 

Investment in new banking capital has in the first instance 
the same effects as a sale of securities by the banks; the banks 
absorb cash to the amount of the investment. But if the banks 
put their new capital in securities, the absorption of cash is undone, 
and here also the result is equivalent to an investment in 
industry. 

This applies equally to the case where the new banking capital 
takes the form of reinvested profits. Banks sometimes create 
hidden reserves by excluding from their declared profits the 
profit from appreciation of securities. If they took credit for the 
appreciation, their accounts would show it as reinvested profits, 
increasing the value of the securities in their balance sheets by 
the appropriate amount. 

To allow for these cases, we must define S as the result of 
deducting the capital, surplus and undivided profits of the banks 
from their holding of securities and their physical capital 
(buildings, etc.). 

When a trading concern incurs a loss on its trading operations, 


1 We only take account of the gain or loss on securities held by traders. We 
do not include in income either the gain or loss on securities held by investors 
(consumers) or on the fixed capital in the hands of traders, represented by those 
securities. 
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that counts as negative income to its proprietors. Even if income 
distributed is nil, the reinvested net profit, R’, is a negative 
quantity. When a non-profit-making concern on a mutual or 
charitable basis incurs a loss, that is negative income to its sub- 
scribers. The loss in either case may be met from balances or 
temporary borrowing, occasioning a release of cash, or it may be 
covered by capital raised, e.g. through a sale of securities or 
borrowing otherwise than from banks. 

The Government and other public bodies with powers of 
taxation resemble mutual trading concerns. A deficit is negative 
income to the taxpayers. A Government differs from other 
traders in that it can take special powers to release cash without 
limit through inflationary legislation. 

In our analysis we have not as yet taken any account of foreign 
trade or the foreign exchange market. Exporters and people who 
become creditors abroad receive payment from the foreign ex- 
change market ; importers and people who become debtors abroad 
make payment to it. The market acquires the credits abroad 
of the former, and assumes the liabilities abroad of the latter. 

Those who receive payment from the foreign exchange market 
find their net cash resources increased, and are in a position to 
release cash; those who make payment to the market find their 
net cash resources reduced, and will have to absorb cash. There 
will on balance probably be a release or absorption of cash, and 
this will reflect the position of the foreign exchange market itself, 
which will be releasing or absorbing cash according as its dis- 
bursements exceed or fall short of its receipts. When the market 
acquires a net credit abroad, it releases cash; when it assumes a 
net debit abroad, it absorbs cash. 

Exports and other operations ending in sales abroad generate 
incomes just like any other economic activities. But the goods, 
services or securities sold abroad are diverted from the consumers’ 
outlay, so that a gap is created between the consumers’ outlay 
and the supply of objects upon which it may be spent. The gap 
is filled by the goods, services and securities acquired from abroad. 
If, as is in general the case, the gap is not exactly filled, the 
excess or deficiency corresponds to the absorption or release of 
cash by the foreign exchange market. 

The foreign exchange market is composed mainly of banks. 
It plays much the same part in our analysis as the purchase and 
sale of securities by banks. In fact securities and foreign exchange 
are simply two classes of bank assets not included in D and D’, 
the indebtedness of traders and consumers. 


_| 
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There is this difference, however, that whereas the purchase 
or sale of securities by the banks affects in the first instance only 
the investment market, the purchase or sale of foreign exchange 
may affect any class of traders, or indeed consumers, for con- 
sumers may have dealings abroad without the intervention of 
any traders in their own country. 

A release of cash by the foreign exchange market in a country 
implies a favourable balance of payments, while an absorption of 
cash implies an unfavourable balance. The significance of either 
movement is in practice to be found much more in the reaction on 
the credit system than in the direct effects upon consumers’ 
income and outlay. An absorption of cash by the foreign ex- 
change market will be quickly corrected either by exports of gold 
and a restriction of credit, or by a depreciation of the currency. 
And a release of cash by the foreign exchange market will be 
corrected by the contrary measures. 

The purchase of anything by a bank releases cash, and the 
sale of anything absorbs cash. Securities and foreign exchange 
are the principal classes of things bought and sold by banks, 
but there are others. For example, a bank releases cash by 
buying gold from a mine and absorbs cash by selling gold to a 
jeweller. A mint must be regarded as the equivalent of a bank; 
when it issues coin to a trader, it releases cash. In practice, 
however, a mint usually coins for a bank, and in that case the 
release of cash has already been effected by the bank in buying 
the bullion. The passage of specie from banks to customers and 
from customers to banks does not affect net cash resources. 

In interpreting our equations we must bear in mind that 
m +m’ is not precisely equal to s, and that account should be 
taken of the banks’ purchases of things other than the securities 
and capital assets included in s. But we need not complicate 
the equations by introducing additional terms symbolising this 
possibility at each stage. 

The receipts and disbursements of the entire community are 
equal to one another. Therefore, when any section of it absorbs 
or releases cash, the remainder must necessarily be releasing or 
absorbing eash to a precisely equal amount. When consumers 
absorb cash (unless the banks buy securities), traders necessarily 
release cash, and the mere fact of the absorption or release of 
cash does not in itself throw light on the tendencies at work. All 
depends on the character of the originating disturbance. If it 
starts with an absorption of cash, the release of cash in the rest of 
the community induces a tendency on their part to absorb cash to 
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make good the loss, and so the absorptive tendency spreads with 
cumulative force. And, on the contrary, when it starts with a 
release, the consequent absorption is itself an inducement to a 
further release. 

Credit regulation consists essentially in devices for inducing a 
release or absorption of cash. A measure of credit relaxation is 
directed to making traders -willing to hold diminished net cash 
resources. They borrow more from the banks, D is increased, 
and C is increased by an equalamount. If their net cash resources 
are to be diminished, there must be a release of cash, which will 
take the form of an increase in consumers’ income. 

Assume that initially B’=B, J=K=I1+4+K’, 
and that the release of cash increases the consumers’ income from 
B to B+b. Depreciation, K’, may be assumed to remain 
unchanged, and the increase in output is therefore b. 

Suppose that in the first instance there is no change in 
consumers’ outlay or in investment. The stimulation-of traders’ 
borrowing will take effect partly in industry and partly in the 
investment market. If capital raised be increased by 7’ per 
unit of time (the banks being assumed to make no purchases 
or sales of securities), then the increase in the indebtedness of 
the investment market to the banks is equal to 7’. Industry 
receives 7’ and disburses b, so that its indebtedness is increased 
by b—7@. 

There will follow, almost immediately, an increase, b’, in 
consumers’ outlay, composed of sales to consumers, h, and 
investment, 7. Industry will receive h and the investment 
market will receive i, and they will find their indebtedness in- 
creasing by b — h — 7’ and by 7 — 7 respectively instead of by 
b — 7 and 7’. The total increase in indebtedness is, of course, 
b—h—iorb—VD’. 

These changes in the consumers’ income and outlay, etc., 
may be discontinuous, in the sense, not of being literally instan- 
taneous, but of being completed in a relatively short time, within 
which changes in M and M’ will be so small as to be negligible. 
The changes in D and C may be discontinuous, but in the first 
instance they cancel out and do not afiect M. The decrease in 
M only occurs gradually, as the increased consumers’ income, 
B + b, causes an outflow from the cash balance, C. And mean- 
while the consumers’ outlay will have increased to B + 0’. 

If we suppose the traders to have intended a release of cash at 
the rate of b per unit of time, they will have been disappointed, 
for the release amounts only to b — b’. In fact they will be in a 
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position to release a further amount, b’, without going beyond 
their intentions. 

Meanwhile consumers are absorbing cash at the rate of 
b — b’. The increase in the consumers’ income from B to B + b 
makes the consumers’ cash balances, C’, and their net cash 
resources, M’, inadequate. The purpose of the absorption of 
cash is to strengthen them, and it will continue till the due 
proportion between cash and incomes has been restored. 

As the traders accelerate their release of cash, the consumers’ 
income will be further enlarged, and the consumers’ absorption 
of cash will likewise be increased. 

Thus 8, b’, and b — b’, will go on growing till the consumers’ 
net cash resources, MM’ +m’, are in due proportion to the 
consumers’ income B + 0, and the traders’ net cash resources 
have been diminished to the desired extent. It should be 
mentioned that, inasmuch as the traders’ transactions are ex- 
panded, they will not in the end want so considerable a diminution 
of net cash resources as they originally aimed at. 

A restriction of credit will lead traders to absorb cash with a 
view to increasing their net cash resources. The consumers’ 
income will be reduced to B — 6b, and consumers’ outlay to B — b’. 
Consumers’ net cash resources will be reduced by b — Db’ per unit 
of time. 

In these tendencies we have the causal sequence which is 
the true foundation of the quantity theory of money. Anyone 
whose net cash resources are redundant will release cash; anyone 
whose net cash resources are insufficient will absorb cash. If, in 
the community as a whole, net cash resources are redundant, there 
will be a predominant tendency to release cash, and the consumers’ 
income and outlay will be enlarged; if net cash resources are 
insufficient, there will be a predominant tendency to absorb cash, 
and the consumers’ income and outlay will be compressed. 

Any change in consumers’ income is, of course, associated 
with a corresponding change in the money value of output, for 
B=AW—K’. And any change in the money value of output 
is compounded of the change in the price level and the quantitative 
change in output. 

The quantity theory, as usually enunciated, is concerned not 
with the net cash resources, M -+ M’, but with the aggregate 
cash balances, C + C’. So far as the behaviour of individuals is 
concerned, the two are identical in those cases where it is not 
the practice to rely on bank advances to reinforce balances. 
That applies to the great majority of consumers’ balances, 
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bank advances being obtained only occasionally for exceptional 
purposes. There are also a considerable number of traders who 
avoid depending on their bankers for accommodation. 

On the other hand, for the trader who is a regular borrower 
the cash balance has only a secondary significance. He can 
rely on bank advances to meet those big payments for which 
cash in hand would otherwise be necessary, and may so calculate 
the advances that he will never have a large idle balance, or he 
may obtain overdraft facilities, so that his cash balance is always 
nil; the difference is one of form rather than of substance. 

It is the people whose net cash resources are negative who 
respond to the restriction or relaxation of credit, while those 
whose net cash resources are positive respond to fluctuations in 
the supply of money. 

In analysing cash balances I have contented myself with a 
simple division into consumers’ balances and traders’ balances, 
without following Mr. Keynes in his more elaborate classification. 
I should say that the whole of what he calls income deposits 
would be included in my consumers’ balances, and the whole of 
his business deposits in my traders’ balances. But his savings 
deposits are divided between consumers’ balances and traders’ 
balances. An increase or decrease of savings deposits under 
either heading would tend to cause an equal absorption or release 
of cash, with all the appropriate consequences. 

Depreciation sometimes proves a stumbling-block in the way 
of acceptance of the theory of credit regulation. Equilibrium 
requires sales to be equal to output. Consumers’ income is a 
source of demand equal to the net output, for consumers’ outlay 
cannot diverge far or long from consumers’ income. But there 
remains a residue of output, equal to depreciation, the demand 
for which depends upon the spending of the depreciation allow- 
ance. In a community in which capital is growing the 
depreciation allowance will regularly exceed replacements, for 
the replacements are proportional to the capital installed years 
before.t And there is no certainty that the excess of the 


1 Assume the life of plant to be a constant length of time n years. Let 
capital now in existence be B, and let capital in existence n years ago (which has 
all been scrapped) have been A. Then the annual depreciation charge has risen 


from = to =. If the annual excess of capital outlay over replacements has 


been constant, depreciation has averaged ~ (A + B). With these assumptions, 


the excess of depreciation over replacements is equal to i (B — A), and is equal 


to the excess of capital outlay over depreciation, that is, to capital sunk. 
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depreciation allowance over the cost of replacements will be spent. 
Even if it is invested, the outlay on capital sunk may not be 
correspondingly increased. And it may be applied not to in- 
vestment at all, but to reducing bank advances. That means 
an increase of net cash resources, and an absorption of cash; 
capital raised exceeds capital sunk, or, if we add on depreciation 
on both sides, J exceeds K. Clearly this is not a question ex- 
clusively of unspent depreciation; it is rather the more general 
question of the relation between capital resources and cash 
resources. Capital resources, whether derived from reinvested 
gross profits or from the investment market, may be used to 
strengthen circulating capital. Some growth of circulating 
capital is normal. To allow it, J must exceed K. The excess 
will provide the normal growth of working capital, A — A’, and 
the normal growth of net cash resources. 

It is one of the tasks of those who regulate credit to see that 
the absorption of cash on this account is not such as to disturb 
equilibrium. If the ordinary procedure of credit regulation does 
not induce a sufficient increase of D, the traders’ indebtedness, 
it may be necessary for the banks to buy securities. In the case 
where a disturbance of equilibrium arises from delay in investing 
unspent depreciation funds, we can regard the banks as taking 
the place of the traders in buying securities from the investment 
market. 

If relief is to be afforded, we must suppose that the investment 
market succeeds in passing on the additional funds to industry 
and that the additional capital raised is applied to additional 
capital sunk. It is the function of the investment market to 
equalise capital sunk and investment, by applying the appropriate 
encouragement or discouragement to the raising of capital. 

An absorption or release of cash might originate with con- 
sumers. The possibility of an absorption of cash occurring through 
a sudden access of saving, or a “ thrift campaign,” has formed 
the subject of discussion between Mr. Keynes and Mr. Robertson. 

If consumption be @ (which includes depreciation of capital 
goods possessed by consumers), saving will be B — G, and will be 
composed of : 


(1) Absorption of cash by consumers, B — B’; 
(2) Investment, J; 
(3) Capital goods bought direct by consumers from traders, 
H—G. 
1 Recognition is due to Major C. H. Douglas for insisting that depreciation is 
a part of cost that does not of itself generate incomes. 
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Since B’ = I + H, these three together are equal to B — G. 
The additional saving may occur under any of these three heads, 
but in so far as it merely increases H — G at the expense of G, it 
makes no change in sales of commodities as a whole. 

An absorption of cash by consumers is the sign of a desire to 
correct a deficiency of their net cash resources. The desire may 
arise from obscure and unpredictable causes, a distrust of 
investments, an expectation of social disorders, or a mere change 
of habits. It is to be interpreted rather as a diversion of savings 
into the form of cash than as a propensity to increase savings on 
the whole. 

Thus we can treat the increase of investment ! as the essential 
manifestation of that propensity. An increase of investment 
provides additional resources for the investment market. If 
initially J’ = I and J = K = 1 + K’, an increase of investment 
from I to I + 7% would permit of capital raised and capital sunk 
each being increased by 7. If they are increased by something 
less, say, 2’ and k respectively, then there is an absorption of cash 
equal to 1 — 7’ by the investment market, and an increase of 
circulating capital of industry equal to 7’ — k. 

There is bound to be some delay in the response of capital out- 
lay to the increased investment. There will be an interval when 
v’ and &k are actually zero, and, though the investment market 
becomes favourable to new issues, it can only induce the 
appropriate increase in capital outlay gradually. 

Meanwhile, so long as the consumers’ outlay remains un- 
changed, sales are reduced by i — k, and working capital is 
increased by unsold goods to that amount. In fact we are 
assuming no release or absorption of cash by consumers, and the 
absorption of cash by the investment market to the amount i — 7’ 
must be offset by an equal release of cash by industry. This release 
of cash by industry is caused by an excess of output over sales. 

It must not be assumed that any excess whatever of output 
over sales is a sterile accumulation of unsold goods. The excess 
may be either designed or undesigned. Traders may be induced 
by a relaxation of credit deliberately to increase their working 
capital by means of bank advances, or they may devote a part of 
the capital raised to effecting such an increase without incurring 
indebtedness. When that happens, the increase in stocks of 
goods awaiting sale is no embarrassment, and no disturbance of 
the equilibrium of markets ensues. 


1 It is hardly necessary to say that the term ‘‘ investment ’’ is used here in a 
totally different sense from Mr. Keynes’s. 
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On the other hand, an undesigned increase of working capital, 
an unforeseen accumulation of unsold stocks, is a signal for a 
restriction of output and for a reduction of prices. Output and 
prices alike have to be adjusted to demand, and the adjustment 
can only be effected by the method of trial anderror. The equili- 
brium price of any product is ascertained empirically by varying 
the price whenever sales exceed output or output exceeds sales. 
Output tends to be expanded whenever unsold stocks are incon- 
veniently depleted, or to be contracted whenever they become 
redundant. 

When there is an absorption of cash by the investment market, 
there results an undesigned excess of output over sales, and this 
then leads to a reduction of both output and prices. 

Mr. Keynes regards an access of saving as abortive when it 
results in a fall of the price level, and consequent losses to 
traders. In reality it is equally abortive when it results in a 
reduction of output. And even when output and prices are both 
undiminished, saving that results in no other increment of 
wealth than an undesigned accumulation of unsold goods may 
likewise be called abortive. 

These results are attributable not to saving as such but to the 
absorption of cash by the investment market. Precisely similar 
results would follow from an absorption of cash, however caused, 
whether in the investment market, in industry or among consumers. 
Saving only causes an absorption of cash by the investment market 
so long as the capital sunk does not expand to a corresponding 
extent. 

The increase in investment will make the investment market 
favourable to new issues and to sellers of securities, but some 
time must elapse before these favourable conditions bear fruit in 
actual new enterprises. And meanwhile the access of saving will 
have been causing a diminution of activity and a decline of 
prices. 

In the case where an absorption of cash originates in a 
restriction of credit, the first effect is felt in a reduction of output 
and therefore of consumers’ income. If, as is probable, consumers’ 
outlay falls by something less than consumers’ income, there will 
be an excess of sales over output and an actual reduction in work- 
ing capital. But there is none the less an undesigned excess of 
working capital, because the credit restriction itself has made 
traders revise their views of the amount of working capital they 


wish to hold. 
It is when they proceed to meet this situation with a further 


4 
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reduction of output that the vicious circle of deflation sets in. 
The reduction of output means a reduction of consumers’ income 
and a further shrinkage of sales. It only accomplishes a reduction 
of working capital equal to the difference between the contraction 
of output and the contraction of sales. And meanwhile the reduc- 
tion in the volume of transactions itself involves a reduction of 
the amount of working capital required. 

The twelve quantities, A, A’, B, B’, H, I, I', J, K, K', R, BR’, 
represent seven independent variables, since they are related by 
the five equations : 


Depreciation, K’, is determined by the actual circumstances of 
the capital equipment employed. The other six variables are 
determined by the behaviour of the several groups of people. 
Output and consumers’ income are determined by the traders 
and others engaged in economic activity. Reinvesfed profits 
(gross and net) are determined by the traders. The remainder of 
the consumers’ income is dealt with by the consumers, who 
determine the amount of H, their purchases of goods, and J — FR’, 
their purchases of securities. Capital raised and capital sunk are 


in the hands of the traders. 
R. G. HAwTREY 


No. 176.—vou. XLiv. UU 


INDUSTRIAL FLUCTUATION AND THE NATURAL 
RATE OF INTEREST 


““This must be the wood,” she said thoughtfully to herself, ‘‘ where things 
have no names. I wonder what’ll become of my name when I goin? Ishouldn’t 
like to lose it at all, because they’d have to give me another, and it would be 
almost certain to be an ugly one. But then the fun would be, trying to find the 
creature that had got my old name ! ’’—Through the Looking-Glass. 


§ 1. Tue following paragraphs are an attempt to bring 
together (1) the concept of Saving developed in my article in 
the Economic JouRNAL, Sept. 1933, and (2) the attempts which 
have been made to analyse cyclical fluctuation in terms of a 
divergence between the “ natural ”’ and the ‘“ market ” rates of 
interest. 

As regards (1) I am not insensible to the force of the objec- 
tions which have been made on the score of the vagueness of 
the length of the necessary minimum period of lag (“ day ”’) 
assumed. It is possible that there is greater justification than 
I have been ready to suppose for Professor Pigou’s method of 
treating the period of lag as identical with K (the pre-existing 
circulation-period of money against real income), or at all events 
for treating it as having a fairly considerable minimum possible 
value dependent on the complexity of modern processes of pro- 
duction and sale. In any case some conception of a lag still 
seems to me necessary to protect us against the peril of con- 
founding causes with results, and processes of change with states 
of abnormality. 

As regards (2) I have not the knowledge of continental litera- 
ture required for a critical and historical discussion of the con- 
cepts in question. A few introductory remarks must suffice. 
(i) Evidently neither of the rates concerned is a single one, but 
rather a family of rates for loans and investments of different 
kinds. In order to keep the schematic treatment which follows 
reasonably simple, we shall be obliged to concentrate on some 
central or representative rate in each case, ignoring the important 
complications which arise from the relative movements of rates 
for loans of different lengths and with different quantities of gilt 
on their edges. (ii) In some connections it is important to dis- 
tinguish between rates charged by banks and “ market ”’ rates 
charged by outside lenders. Again, however, for our broad 
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purposes it must suffice-to deal in terms of a single “ actual ”’ 
rate, whose behaviour at any moment is to be pictured as 
dominated by the action of the banks. (iii) There are difficulties 
and disagreements about the exact meaning of equilibrium, and 
consequently of the “‘ natural” rate which will preserve it in a 
progressive community.!. They will be passed over here, with 
a view to concentrating on the much greater difficulties which 
attach to an attempt to give a meaning to the “ natural ”’ rate 
when once equilibrium has been departed from. It may be said, 
however, that the idea of equilibrium here adopted implies a 
state of affairs in which (1) wages and profits are at a “‘ normal ”’ 
level, (2) capital is growing, but (3) since the society has already 
become a prey to fluctuation, employment of the factors of 
production is not full but at a level which is in some sense the 
mean between those attained in boom and in depression. Under 
some conditions equilibrium will involve stability of the general 
level of commodity prices; under others, perhaps more probable, 
a progressive fall. Again, under some conditions it will involve 
constancy of the supply of money, under others (e.g. a growing 
population) a creation of some additional money in each unit of 
time. To avoid complicating the wording of the following 
sections, in which attention is directed to the differences between 
equilibrium and other states, I shall write as though equilibrium 
implied constancy in the supply of money, leaving the necessary 
verbal amendments, for the cases in which it does not, to be 
made by the reader for himself. 

§ 2. Starting with equilibrium in this sense, we have a curve 
DD’ representing the declining marginal productivity of new 
lendings in industrial uses, in other words representing the rate 
per atom of time at which industry could employ new lendings 
at various rates of interest. And we have a curve SS’ repre- 
senting the rate of new available savings per atom of time— 
available, that is, after deducting new savings absorbed in financ- 
ing consumption by Governments or individuals. It would be 
misleading to say that the rate of interest “depends on” the 
intersection of these two curves, since there would be a rate of 
interest in a society in which no new capital was being formed, 
indeed even in a society in which capital was not productive 
and all borrowing was for consumption : nevertheless, in equi- 
librium the rate of interest PM is the rate at which the new 
lendings which can be absorbed by industry per atom of time 
and the new available savings per atom of time are equal. At 


1 See my note in Lconomica, Nov. 1934. 
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this rate (i.e. at one of the family of rates typified by PM) the 
banks are continually renewing loans. 

Now, owing to the discovery of the Diesel engine, South 
America, or what not, an industrial expansion sets in, and DD’ 
is raised to D,D’,. If the banks keep the rate of interest right 
down at PM (= P,M,), the initial rate of lendings per atom of 
time will exceed the rate of available new savings, and the whole 
of the excess MM, per atom of time will consist of newly-created 
bank money. If, however, the banks allow the rate of interest 


D; 


D, 


Oo 


M, M M,M, M, 


to rise somewhat, there is a complication in that the higher 
rate will stimulate the mobilisation of past savings existing in 
the form of bank deposits, and part of the excess of new lendings 
over available new savings will consist of these reservists. But 
there is a more important complication—the outpouring of MM, 
new or mobilised money per atom of time will progressively both 
increase total incomes and redistribute them in favour of entre- 
preneurs, 7.¢. in a manner on balance favourable to saving, so 
that SS’ becomes displaced to the right (S,S’,). There is now a 
quasi-natural rate of interest P,M, which would equate industrial 
requirements and available new savings under the new conditions, 
towards which the actual rate is likely to rise, and which if it is 
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reached will give quasi-equilibrium, with no further money- 
creation or mobilisation of past savings. 

§ 3. But this quasi-equilibrium is very unstable, for two 
reasons. (1) Wages, etc. are clambering up and eating into 
profits, thus causing S,S’, to relapse towards SS’, raising the 
quasi-natural rate, with the actual rate in pursuit, towards 
P,M;,, and reducing borrowings towards OM;. This, of course, 
shows itself primarily in a recession of the demand for instru- 
mental goods, and is the feature of the “ crisis ” emphasised— 
in various terminologies—by continental theorists. Work on 
the new Cunarder will be suspended. 

(2) But a more fundamental change is imminent. Owing 
to saturation with existing instruments, whose marginal pro- 
ductivity has fallen very low, the curve of marginal productivity 
of new lendings will be violently displaced downwards—say to 
D,D’,. This in turn involves the shrinkage of income and its 
redistribution in favour of non-savers, as well as some distress- 
borrowing by unemployed persons and loss-making entrepreneurs, 
so that the new quasi-natural rate will be P,M,—not P,;M;. 
So long as the actual rate is kept above this there will be an 
excess in the rate of available savings per atom of time over the 
rate of industrial borrowings, showing itself in a progressive 
extinction of bank loans and a progressive immobilisation of 
savings in the form of bank deposits. 

As I have argued elsewhere,” there is no necessary incom- 
patibility between these two explanations of the “ crisis.”” The 
first may be the actual spear-head of relapse, the second in 
practice coming up as a reinforcement, though it would have 
been capable of winning the battle by itself. The Cunarder 
suspended on the plea of high interest-rates remains suspended, 
with bank-rate at 2 per cent., because there are too many ships. 
The relative importance of the two causes (both of them describ- 
able as ‘“ over-investment’”’) may vary on different occasions : 
it might be, for instance, that (1) furnishes an almost com- 
pletely satisfactory explanation of the sharp short set-back of 

1 The “ Austrian school ” seems to me to tend to over-stress the importance 
of such intermissions of half-finished constructional enterprises as compared with 
the failure to undertake new ones: also to exaggerate the embarrassment which 
the raising of current interest-rates will cause to, those who have taken in hand 
extensions financed out of windfall profits, or out of long loans raised at the lower 
rates: also to exaggerate the speed at which s%ving can be disentangled from 
fixed instruments, and therefore the danger that ‘the boom-expansions of fixed 
capital will be lost—the railways built in the ’forties are still with us ! 

2 A Study of Industrial Fluctuation, p. 241; Banking Policy and the Price 
Level, p. 90. 
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1907, while going a very little way towards explaining the 
conditions of 1929. 

§ 4. If the rate of interest is reduced to P,M,, at which the 
rate of available new savings equals the rate of industrial require- 
ments, the position of quasi-equilibrium so attained may be 
considerably more stable than its boom-counterpart P,M,. For 
(i) owing to the durability of fixed instruments, D,D’, is not 
likely to be jerked upwards as D,D’, was jerked downwards : 
(ii) owing to the greater resistance of wages, etc. against a fall 
than against a rise, S,S’, does not so easily relapse towards SS’ 
as did S,S’,. Thus we “ bump along the bottom.” 

If now the banking system, to promote recovery, contrives a 
lowering of the actual rate, say to P;M,, how are we (a) to 
describe, (b) to appraise its action? (a) It must, I think, be 
described as a lowering of the actual rate below the nearest 
thing to a natural rate which now exists, viz. the quasi-natural 
rate P,M,—involving, as it does, an initial rate of money creation 
M,M, per atom of time.!. To call P;M, a natural rate would 
be to assume that the expansion and redistribution of income 
which the lowering of the rate will admittedly promote will 
bring the savings curve right back to its “normal” position 
SS'—a thing which, with D,D’, at its existing height, is beyond 
the bounds of possibility. 

But (b) it does not follow that the lowering of the rate is 
wrong policy. It produces some displacement of S,S’, to the 
right, and creates conditions favourable for an eventual rise of 
D,D’,, while in the existing condition of the latter it can scarcely 
be considered dangerous. The objection 2 that when ‘“ normal ” 
conditions are restored the natural and actual rates will be PM, 
and enterprises which have been initiated at the rate P,M, will 
be in difficulties, is not convincing. For (i) it applies in some 
degree to all rates lower than PM, including the quasi-natural 
rate P,M,; but to resuscitate on these grounds the ex-natural . 
rate PM would be to promote not merely a continuance of 
stagnation but a renewal of money-contraction and hoarding. 
And (ii) it seems reasonable to hope that the same forces which 
will eventually raise D,D’, to DD’ will increase the profitability 
of enterprises which have been initiated at the rate P,M, and 
enable them to pay the higher rate PM. 


1 A greater rate of money-creation than this will be required if the method 
adopted is such as to promote the immobilisation in the form of bank deposits 
either of new savings or of past savings previously embodied in other kinds of 
capital asset. 

2 For an able statement of this objection, see Hconomist, March 17, 1934, p. 463. 
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At the same time, fears that the new position of normality 
may be passed unawares must not be dismissed as baseless. For 
it would be an abuse of the method of abstraction to suppose 
that it will in all respects resemble the old, especially as regards 
the level of commodity-prices. In particular if, in a society 
which has already become a prey to fluctuation, full employ- 
ment of the factors of production, in their existing distribution 
between consumption and construction trades, is taken as the 
objective of policy, there seems a virtual certainty that normality 
will be overstepped, and the ball of cyclical fluctuation set rolling 
again.! This may be a lesser evil than the continuance of present 
unemployment and the retardation of progress; but it is not a 
good. 

§ 5. It remains to inquire briefly what the relation is between 
the doctrine that fluctuation is to be explained in terms of a 
gap between the natural rate of interest and the actual rate, and 
the doctrine that it is to be explained in terms of a gap between 
the real rate of interest and the money rate. The answer is, of 
course, to be sought in the fact that the so-called “ real” rate 
is not really a rate of interest at all,? but a hypothetical charge 
which takes into account changes in the real value of the money 
principal borrowed. The “ capital windfall” transferred by a 
rise in the price-level to the borrowing entrepreneur from the 
lender is simply another aspect of the real or income windfall 
accruing to him at the expense of the other factors of produc- 
tion. It may appear at first sight, therefore, that to prevent 
trouble we ought to have raised the money rate just enough to 
obliterate the entrepreneur’s “ capital windfall,” thus confiscat- 
ing his real or income windfall and robbing him of the means 
and motive for misbehaviour. But to argue thus is to ignore 
that the rate of price-rise is itself the result of a given gap between 
the actual money rate of interest and the natural (real and 
money) rate. Any raising of the money rate will diminish the 
rate of price-rise and so narrow the gap between the money rate 
and the real rate. Let us, for instance, start in equilibrium 
and imagine a rise of DD’. It may be that if the rate is held 
at 5 per cent., a price-rise of 10 per cent. will develop in a year, 


1 See the stimulating discussion by Mr. Durbin, Purchasing Power and Trade 
Depression, pp. 167-72. 

2 See Adarkar, ‘“‘ Fisher’s Real Rate Doctrine,” Economic JouRNAL, March 
1934. The whole of this section is simply an attempt to bring Professor Adarkar’s 
illuminating discussion into connection with the concept of the natural rate. 
It is assumed for the sake of simplicity of language that the situation is one in 
which equilibrium involves a stable price-level. 
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so that the real rate turns out to be — 54 per cent., and it appears 
in retrospect that it would have taken a rise in the money rate 
to 154 per cent. to obliterate the windfall. But it may be that 
if the money rate had been raised immediately to 7 per cent., 
there would have been no price-rise and no windfall at all, 7.e. 
that the new natural rate was 7 per cent. And it may be that 
now, prices having risen by 10 per cent. with a consequent 
expansion and redistribution of incomes, a rise in the money 
rate to 6 per cent. will be sufficient to prevent any further rise 
in prices, i.e. that the new quasi-natural rate is 6 per cent. On 
the other hand, it might be that it would have required a raising 
of the rate to 20 per cent. to prevent any rise in prices; and in 
this case to have raised it to 15} per cent., while it would have 
reduced the price-rise from 10 per cent. to (say) 3 per cent., 
would still have permitted the emergence of windfall gains to 
the entrepreneur.! Thus the “ real rate’ doctrine turns out to 
be less instructive as a guide to policy than it appears to be at 
first sight. 

§ 6. The foregoing picture is, of course, over-simplified in a 
dozen ways.” It will not commend itself to those who regard 
the cause of relapse as purely monetary, nor to those who find 
the notion of a lag, and therefore of a possible divergence between 
the rate of industrial borrowings and the rate of available new 
savings per atom of time, superfluous and indeed misleading. 
But I venture to hope that there are some who will find in it a 
contribution towards clarifying the relation between diverse 
doctrines of the causes of industrial relapse, and between con- 
flicting views of the duty of the banking system in time of depres- 
sion (I have designedly avoided discussion of the duty of the 
consuming public, the Trade Unions and the Government). 

D. H. RoBertson 


1 Professor Adarkar (op. cit., p. 341) appears implicitly to rule out this 
contingency; but it seems a real if improbable one. 

* Among other things, as Mr. J. E. Meade has pointed out to me, it ignores 
such secondary displacements of DD’ as may be due to the change in aggregate 
incomes induced by a divergence between actual and quasi-natural rates. 
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SOME ASPECTS OF SMALL HOLDINGS IN THE 
AGRICULTURAL STRUCTURE 


An apology appears necessary for adding another study to 
the long list of writings on the economics of small holdings. 
During the present century the problem has been examined in 
detail by Levy, Ashby, and Thomas, while land settlement has 
provided a popular platform for social reformers and politicians. 
The main excuse for the present study rests in the fact that the 
financial data on which it is based provide a unique opportunity 
of comparing in various aspects the economics of small and large 
farms. Its purpose is briefly to illustrate certain essential 
differences in the character and the organisation of small and 
large farms, and to indicate various factors which make for 
success in small holdings. At the same time, the data available 
have made it possible to consider in some detail the relative 
capacity of the two groups as employers of labour and producers 
of wealth, and to consider jointly these factors in their national 
aspect. 

The evidence on which the study is based was collected as 
part of a general survey of agricultural conditions in the eastern 
counties of England in 1932,! and as far as small holdings are con- 
cerned has been limited to holdings between 20 and 50 acres. In 
this respect it does not embrace all small holdings covered by the 
statutory upward limit of 50 acres or £100 rental. At the bottom 
end of the statutory scale are holdings of less than 20 acres, of which 
a considerable part is non-agricultural (i.e. they are occupied as 
private gardens, parks, recreation grounds, etc.), while at the 
upper limit are those of more than 50 acres in extent, but the 
rental of which is under £100. These latter, although data were 
available, were not used in the investigation, as the reduction in 
rentals during the past few years has been sufficiently great to 
bring into this category farms which could not normally be 
regarded as small holdings. 

The economic importance of farms between 20 and 50 acres 
will be realised when it is recognised that this group provides 


1 Reprints Nos. 19 and 21. ‘An Economic Survey of Agriculture in the 
Eastern Counties of England.” Department of Agricultural Economics, 
Cambridge University. Price 2s, 6d. net. Postage 3d. 
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about 12 per cent. of the total agricultural employment, and 11 
per cent. of the total output, compared with 21 per cent. of 
employment and 23 per cent. of output in the case of farms over 
300 acres, which cover approximately six times the area. On the 
other hand, if all holdings and allotments under 50 acres are 
considered as a group, they provide 32 per cent. of the total 
employment and 29 per cent. of total output, from approximately 
one-tenth of the total farmed area. 

At the outset it must be fully recognised that the small holding 
is not a new unit in English agricultural organisation, nor are the 
numbers created under recent legislation of great importance in 
the total of these holdings. The number provided by County 
Councils since 1908 is less than 12 per cent., and they control only 
11-4 per cent. of the land which is let in holdings of from 1 to 50 
acres in extent. Particulars of the numbers of small holdings in 
England and Wales 1232 are as follows : 


Number. Area, 


Above 1 and not exceeding 5 acres’. 70,674 221,422 
Above 5 and not exceeding 20 acres . 101,446 | 1,145,833 
Above 20 and not exceeding 50 acres . ‘ . ; 77,222 | 2,612,806 


249,342 | 3,980,061 


It is from the third of these groups, and mainly from the old- 
established holdings, that the following figures have been derived. 
In all, data from 201 holdings in the 20-50 acres group were 
obtained, and from 106 holdings in the 300-500 acres group. 
Before proceeding to the problem, however, attention must be 
directed to the fact—and this is an important qualification—that 
the production data and financial matters discussed in the following 
pages refer to the year 1932, and that any generalisation derived 
therefrom must be interpreted in the light of agricultural prices 
and conditions during that year. 

It is generally recognised that the small farmer shows a greater 
resistance to a period of depression than the large farmer. In 
many respects this quality is understandable. The small farmer 
pays no large weekly labour bill, his standard of living does not 
run to large cars, hunters, or stands at expensive shoots, he 
derives a greater part of his total income as the produce of his 
farm, and his personal effort plays a more important part in the 
work of his holding. During a period of low prices he can and 
does reduce his extraneous needs to a minimum. Nevertheless, 
the resistance he has shown to the recent prolonged period of low 
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prices is remarkable. It is clear, however, that this recent 
relative success has been partly due to the fact that the types of 
production on which he is compelled to concentrate (e.g. milk, 
eggs, pigs, etc.) have been hit less severely by the price decline 
than other commodities produced by the large farmer. 

The actual incomes obtained on holdings of 20-50 acres and 
300-500 acres are given below : 


Wheat 
Farm Drawings Family . Family 
Income. in Kind, Labour. 4 Income. 
£ £ £ £ £ 
20-50 + 6 37 30 19 91 
300-500 —131 71 42 176 158 


On the small holdings, therefore, the Family Income averaged 
£91 per holding, compared with £158 on the large farms. As 
indicated above, this income is derived from (a) Farm Income 
(i.e. the difference between gross expenditure and gross income), 
(b) Drawings in Kind (e.g. dwelling-house and farm produce), 
(c) Wheat Deficiency Payments, and (d) Family Labour, already 
included as a charge against the Farm Income. If we examine 
these various units in detail, the natural strength of the small 
holder becomes even more apparent. It is, for example, from the 
sum of Farm Income and Drawings in Kind that the farmer, after 
paying any interest on borrowed capital or mortgage, is recom- 
pensed for his own capital, labour and management. At the 
moment the deficiency payments under the Wheat Act provide 
an additional source of income, presumably of a temporary nature. 
If we ignore this subsidy, and examine what we can call Natural 
Income, the small holder in the eastern counties in 1932 received 
on the average a Natural Income of £42, while the large farmer 
on the same basis of calculation made a loss of £60. These, then, 
are the sums, arising as the natural revenue of the land, available 
for the provision of living expenses in both groups. If we proceed 
to consider interest on capital investment, we find that £23 is 
required to defray interest at 5 per cent. on the £460 farm capital 
of the small holder, against £157 in the other group, with a capital 
of £3140. Therefore, if we deduct interest on capital from 
Family Income, we find that the Family Income of the small 
farmer was £68, compared with £1 on the large farms. More- 
over, if both deficiency payments and interest on capital are 
deducted, the Family Income on the small group is £49, while on 
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the large group it has completely disappeared, and is represented 
by a deficit of £175. 

While the above figures illustrate what we may term the 
superior staying power of the small farm, they give no indication 
of its greater productivity, or of the essential differences in the 
character of its organisation. These variations are to some 
extent revealed by the analysis of income in the two groups which 
is given below : 


TABLE I. 
Amount and Distribution of Gross Income. 
Size of farm. 20-50 acres. 300-500 acres. 
per per per per per per 

holding. | acre. cent. |holding.| acre. cent, 

£ £ £ 
Dairy produce . ‘ 121 3:27 31-8 387 1-01 19-1 
Horned stock . ‘ 39 1-06 10-3 312 0-81 15-4 
Pigs a ‘ ‘ 53 1-43 13-9 180 0-47 8-9 
Poultry andeggs_. 71 1-92 18-7 179 0-47 8-9 
Sheep and wool . 2 0-05 0-5 97 0-25 4:8 
Wheat! . 24 0-65 6-3 220 0-57 10-7 
Barley . : < 17 0-46 4:5 177 0-46 8-7 
Sugar beet . ‘ 23 0-62 6-1 163 0-42 8-1 
Other crops’. : 23 0-62 6-1 260 0-67 12-8 
Miscellaneous . 0-19 1-8 53 0-14 2-6 
Total A 380 10-27 100-0 2028 5:27 100-0 


1 Excluding Wheat Deficiency Payments. 


Of these figures probably the most immediately obvious is the 
large difference in Gross Income per acre between the two groups 
of holdings, and while a considerable difference was to be expected, 
it is interesting to note that, on an acreage basis, that of the small 
farms (£10-27) was approximately twice that of the large farms 
(£5-27). At the same time, the figures provide evidence of the 
greater dependence of the small holding on livestock and livestock 
products. The small holding, for example, sold approximately 
three times as much dairy produce, three times as many pigs, 
and four times as much poultry and eggs, rather more wheat and 
the same value of barley per acre as the large farms. In fact, 
sheep and “other crops” were the only enterprises in which the 
actual sales per acre were greater on the large farms. Perhaps an 
even better idea of the different character of the organisations can 
be obtained from an examination of the percentage distribution of 
Gross Income. In the small holdings group approximately 32 
per cent. of Gross Income was derived from dairy produce, com- 
pared with 19 per cent. on the large holdings, 20 per cent. was 
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obtained from pigs compared with 9 per cent., while 19 per cent. 
was returned by poultry and eggs compared with 9 per cent. In 
all, 81 per cent. of the income on the small group was obtained 
from livestock and livestock products compared with 57 per cent. 
on the large farms. 

In the two groups farm capital was allocated as follows : 


TABLE II. 
Amount and Distribution of Farm Capital. 


Size of farm. 20-50 acres. 300-500 acres. 
r per per er per per 
holding.| acre. cent. |holding.| acre. cent. 
£ £ £ £ 
Crops and Tenant 
Right . . : 163 4-40 35:43 | 1362 3°54 43-28 
Livestock ‘ : 204 5-51 44-35 | 1238 3-21 39-34 
Implements and Ma- 
chinery 93 2-51 20-22 547 1-42. 17-38 
Total . 460 12-42 | 100-00 | 3147 8-17 100-00 


The total capital investment per holding in the 20-50 acres size 
group was £460, or £12-42 per acre, and in the 300-500 acres size 
group £3147 per holding, or £8-17 per acre. Capitalisation per 
acre was, therefore, 50 per cent. heavier on the small farms, while 
a greater percentage was invested in livestock and a smaller 
percentage in crops and implements. So much for Capitalisation 
and Gross Income in the two groups. Turning to expenditure, 
the analysis of which is given below, it is apparent that, as in the 


III. 
Amount and Distribution of Expenditure. 
Size of farm. 20-50 acres. 300-500 acres. 
r per per per per per 
holding. | acre. cent. |holding.| acre. cent. 
£ £ £ £ 

Labour ! 112 3:03 29-9 855 2-22 39-6 
Foodstuffs 113 3-05 30-1 350 0-91 16-2 
Livestock 35 0-94 9-3 232 0-60 10-7 
Rent . 53 1-43 14-1 287 0-75 13-3 
Fertilisers 7 0-20 1-9 62 0-16 2-9 
‘ 9 0-24 2-4 63 0-16 2-9 
Miscellaneous 46 1-24 12:3 310 0-81 14-4 
Total . 375 10-13 100-0 2159 5-61 100-0 


1 Excluding occupier. 
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case of income, expenditure per acre on the small farms (£10-13) 
is approximately twice as great as on the large (£5-61). The main 
differences under this heading lie in the fact that while labour is 
the most important cost item on the large farms, and represents 
40 per cent. of the total expenditure, in the small group, feeding 
stuffs, representing 30 per cent. of the total expenditure, are the 
largest item. This dependence of the small holding on purchased 
feeding stuffs has an important aspect in regard to national policy. 
A supply of cheap feeding stuffs is more essential to the small 
holder than a high price for wheat. In the above sample, for 
example, the small holdings sold on the average £24 worth of 
wheat in the year, and purchased £113 worth of feeding stuffs; a 
20 per cent. rise in the price of feeding stuffs, therefore—i.e. an 
increase from £5 to £6 per ton—would cancel out any benefit 
derived from a 100 per cent. rise in the price of wheat. Any 
political measure, therefore, designed to raise cereal prices, if it 
raises the prices of feeding stuffs, may, in the case of the small 
holder, be more than offset by the increased cost of his purchased 
foods. A further point in this connection merits consideration. 
Objection is frequently raised to a national livestock policy, on 
the grounds that a nation dependent on purchased feeding stuffs 
is insecure in either ordinary or economic warfare, and the same 
argument has been advanced in connection with the greater 
dependence on purchased feeding stuffs of small holders. It can 
be demonstrated, however, that in a system of small holdings the 
cereal acreage and output are, in the aggregate, rather higher than 
in the case of a system of large farms, while the net agricultural 
production is very much greater. In order to emphasise this 
argument the Gross Income of a large farm of 385 acres has been 
compared below with an equal area divided into small holdings. 


Gross Income on a :— 
37-acres 385-acres ne 385 
holding (A). | holding (B). | ** “ 37° 
£ £ £ 

Dairy produce . 121 387 1258 
Horned stock . : ; 5 39 312 406 
Pigs : 53 180 551 
Poultry-and eggs. 71 179 738 
Sheep and wool . . é 2 97 21 
Wheat . 24 220 250 
Barley. 17 177 177 
Sugar beet 23 163 239 
Other crops. 23 260 239 
Miscellaneous . 7 53 73 
Total. : 380 2028 3952 
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It will be seen that 385 acres in small holdings actually produced 
for sale more wheat than the big farms, an equal amount of barley, 
and more sugar beet and other crops, while the output of livestock 
and livestock products was much greater. In time of war the 
sugar-beet land could be utilised for the production of extra cereals 
and potatoes, and the national supply of high caloric foodstuffs 
would be actually higher than in a system of large farms, while the 
stored-up fertility of good pasture land would assure good cereal 
crops for several years without requiring much fertiliser. On the 
large farms £350 and £232 per annum were spent on feeding stuffs 
and on livestock respectively. The similar figures for the 385 acres 
small-holding unit were £1175 and £364. Deducting these sums 
from Gross Income in both cases, the net agricultural production 
on 385 acres devoted to small farms was £2413, compared with 
£1046 on 385 acres as a single farm. 

Turning to Gross Output, this represents the Gross Income 
less purchases of livestock, plus or minus any increase or decrease 
in the valuation of the farm stock between the beginning and end 
of the financial year, and represents the value of the goods “‘ manu- 
factured ”’ on the farm. On the small farms group the Gross 
Output per acre was twice as great as on the large group—£9-54 
per acre, compared with £4-72. It must be borne in mind, how- 
ever, that, as no deduction has been made for purchased feeding 
stuffs in calculating Gross Output, the above figures do not 
represent the net return from the land. During the year the small 
farms purchased an average of £113 worth of feeding stuffs, com- 
pared with £350 worth in the case of the large farms. Deducting 
feeding stuffs from Gross Output, therefore, it appears that on the 
small farms what we may term the Net Return from the Land was 
£240 per holding, or £6-49 per acre, compared with a return of 
£1466 per holding, or £3-81 per acre, on the large farms. 

So far we have discussed the relative stability and the apparent 
differences in the organisation of large and small holdings. Any 
comparison, however, must at the present moment be carried to 
wider issues. In the present state of world politics, with the 
growth of economic nationalism, the falling off in world trade, and 
with 23 millions unemployed in this country, and with the presence 
of a large labour surplus unlikely to be re-absorbed in industry, 
the possibility of creating employment on the land assumes a new 
aspect, and any comparison of small and large holdings would 
be incomplete unless it dealt with the relative density of employ- 
ment under the two systems. 

Considering the labour requirements, data for which are given 
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IV. 
Employment per Holding and per Acre. 


Size of farm. 20-50 acres. 300-500 acres. 


r per r per 
acre. acre. 


Manual workers (including occupier) 


(no.) 2-1 +057 9-4 024 
Expenditure on labour (excluding 
occupier) (£). 112 3:02 855 2:22 


in Table IV, it appears that comparing the two groups, the small 
farms provide employment for rather more than twice the number 
of men per acre. On the other hand, the expenditure on paid 
labour is £3-02 per acre, or £112 gross, on the small group, com- 
pared with £2-22 per acre, or a total of £855, on the large farms. 
A further point, however, arises in respect of the expenditure on 
labour shown above. On the small farms at least £30, or 27 
per cent. of the sum shown for labour, was paid to the occupiers’ 
families for work done on the farm, and forms part of the Family 
Income. On the big holdings, on the other hand, only 5 per cent., 
or £42, of the total expenditure on labour returned as income to 
the family exchequer. The increased employment provided on 
the land under small holdings has an important bearing on 
present-day conditions, but before advocating a general policy of 
land settlement it would be necessary to obtain some idea of the 
effect of the change from, say, agricultural labourer to small 
holder on the income of the individual. 

Going a step further, therefore, and considering the density of 
employment in relation to the earnings, it appears that on the 
large farms the income per person employed (i.e. the sum of Farm 
Income, Drawings in Kind, Deficiency Payments, and expenditure 
on labour divided by the total number employed) was greater 
than on the small, although when the Deficiency Payments were 
deducted the difference was diminished. Considering hired 
labour alone, however, the average income per paid worker on the 


TABLE V. 
Earnings per Person Employed. 


Size of farm. 20-50 acres. 300-500 acres. 
£ £ 
With Wheat Quota payments 83-9 97-4 


Without Wheat Quota payments . F 70-6 79-8 
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big farms was £94-4. The hired agricultural labourer with an 
average annual income of £94-4 was, therefore, financially better 
off than the small holder who, after deducting interest on capital 
from his total receipts (£61 less £23), received only £38 as a net 
return for his own labour. When we consider Family Income, 
however, the small holder’s position is placed in a more favourable 
light, the total sum available for the living expenses of the family 
being £91. There is, however, a further point which must be 
considered when assessing the relative positions of the labourer 
and the small holder. The hired worker is wholly dependent on 
the ability of his employer to pay wages, and it has been fairly 
evident during the past few years that the wage rates of agri- 
cultural workers have been maintained by the expedient of 
reducing as far as possible the number of workers employed. 
Moreover, with the progress of mechanisation both in cereal and 
animal production there is reason to believe that unemployment 
amongst agricultural workers may become even more general. 
The small holder, on the other hand, growing a large part of his 
food, and living in his own house, is far less liable to find himself 
without a livelihood, or to become a victim of economic circum- 
stances. 

There is a further factor which must be taken into account in 
a comparison of small and large farms, viz. the amount available 
for distribution between the three partners in the industry under 
the two systems. The measure of this factor is termed the 
Social Output, and is the sum of Profits, Labour and Rent. 
Briefly, it defines the limit of all possible incomes from the land, 
and on its extent the standard of living and prosperity of the agri- 
cultural community will largely depend. 

The extent and the composition of the Social Output are given 
in Table VI and are considerably larger per acre (£5-73 compared 
with £3-19) on the small than on the large farms. If we deduct 
Deficiency Payments from Farm Income, and compare on their 
merits the two units under natural conditions, the difference is 
even more striking. In this case the Social Output of the small 
farm is £193, or £5-22 per acre, compared with £1052, or £2-73 
per acre, in the large group. 

So far we have dealt with the relatively strong position of 
small holdings in the eastern counties. Within this area, however, 
there is a wide range of soil and market conditions which (in 
themselves) may considerably influence farmers’ returns. An 
attempt has therefore been made to isolate the influence of soil 


and market, and to investigate the factors which make for the 
No. 176.—VoL. XLIv. xx 
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VI. 
Amount and Distribution of Social Output. 


Size of farm. 20-50 acres. 300-500 acres. 
per per r per 
holding. acre. holding. acre. 
£ £ £ £ 

Farm Income 
Payments) 24 0-65 45 0-12 
Drawings in 1 ‘ 23 0:63 41 0-10 
Labour ‘ 112 3:02 855 2-22 
Rent . ‘ : 53 1-43 287 0-75 
Total Social Output. : 212 5-73 1228 3°19 


1 Excluding rental value of farm house, which is already included under gross 
rent. 


success of the small farms in the different areas. With this object 
in view, the farms have been grouped into nine major agricultural 
districts, each more or less homogeneous in soil type and marketing 
facilities, viz. : 


1. Central Norfolk loams. 

2. Norfolk and Suffolk breck. 

3. Central Suffolk loams. 

4, South-east Suffolk and north-east Essex sands and 
gravels. 

5. North Essex and south-west Suffolk boulder clays. 

6. South Essex London clays. 

7. South Hertfordshire. 

8. South Cambridgeshire chalks. 

9. Huntingdon and west Cambridge clays. 


Composition of income in each of the nine districts is given in 
Table VII. 


VII. 

District No. 1 2 3 4 5 6 7 8 9 

£ £ £ £ £ £ £ £ £ 
Farm Income | — +24) —45| +88] +83] —26 
Drawings in Kind 29) 44) 38) 31) 41] 61) 46) 33] 36 
Deficiency Payments . 20; 10) 28) 34; 8} 20; 13 
Family Labour . 19} 21) 33] 14); 47| #41) 42) 16 
Family Income . 64} 99) 54] 70} 82] 207] 178} 147] 39 

Av. size of holding 

(acres) . 36; 35) 39) 35] 38] 33) 38] 37] 37 
No. of holdings . 53; 11} 35) 14) 19) 15) 17) 18) 19 
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Examining the above figures, wide variations in Family Incomes 
between districts are immediately apparent. Holdings in 
Districts 6, 7, and 8, for example, with Family Incomes of £207, 
£178, and £147, are highly prosperous. None of the other 
districts provides a Family Income of as much as £2 a week, 
while in the case of District 9 the average Family Income is only 
£39. : 

Our next step is to discover why these large variations in 
profitableness arise. Are they due, for example, to particularly 
fortunate conditions of soil and/or market, to the development 
of a particular type of organisation, to concentration on par- 
ticular enterprises, or to a combination of any or all of these 
factors ? 

Dealing first with the question of soil, it is generally held that 
small holdings can succeed only on the best land, or at least on 
land which is light and easily worked. While this generalisation 
is probably reasonably accurate, it is evidently not infallible. 
Evidence in this respect is forthcoming from the group of small 
holdings in south Essex (District 6), which returns an average 
Family Income of £207, despite the fact that they are situated on 
some of the heaviest and most tenacious clay soil in England. 
On the other hand, in the equally heavy clay soils in District 9 
(Huntingdon and west Cambridge) and District 5 (north Essex) 
the small holdings have had a disastrous year. The success or 
failure of small holdings on heavy soil, therefore, depends not so 
much on the nature of the soil as on the type of production 
followed. The successful holdings in south Essex have been 
built up, as a result of the demands of the London market, on 
enterprises which can be developed in a system of grassland 
husbandry, viz., dairy products, poultry, and eggs. The small 
holder in Huntingdon and north Essex, in the absence of a local 
market, and perhaps through lack of capital and knowledge, has 
attempted to farm his holding on traditional arable lines. It may 
therefore be said that although a light soil is both easier to work 
and provides greater scope for diversified cropping than a heavy 
soil, and is in this respect better fitted for land settlement, small 
holdings can nevertheless be profitably established on heavy land, 
provided that it is properly drained, is capable of producing good 
pasture, and that there is a good local market for livestock and 
livestock products, or, alternatively, that such a market is intro- 
duced by co-operative settlement. 

There are two other widely held beliefs in regard to small 


holdings : (a) that they must be situated in the vicinity of large 
xx2 


668 THE ECONOMIC JOURNAL [DEC. 


towns where the small holder has an opportunity of direct contact 
with the consumer, (b) that they must have access to a retail milk 
market. While market plays a more important part than soil 
in shaping the destiny of a small-holdings scheme—as witness the 
triumph of market over the heavy clays in south Essex—it is 
evident that much could be done to compensate for the absence of 
a local market by the provision of co-operative agencies for the 
purpose of effecting economies in the sale and purchase of com- 
modities. It was apparent from the above investigation that 
ample scope for such agencies existed. According to 1932 figures, 
the small holder had to pay approximately 10 per cent. more for 
his feeding stuffs, and 20 per cent. more for his fertilisers than the 
large farmer, and although no measure was available, the same 
probably held for other requirements. In this connection it 
should be noted that as at the moment the small farmer tends to 
pay cash for his purchases, while the big farmer is using credit, the 
discrepancy between cost of requirements between both groups 
is probably normally in excess of the percentages indicated. 
Moreover, owing to the fact that the small farmer can only put 
small lots of produce on the market, and as a result of his inferior 
bargaining power, he received some 10 per cent. less for his barley 
and 2 per cent. less for his wheat than farmers in the 300-500 
acres size group. 

If, for example, the small holder had been able in 1932 to sell 
his wheat and barley and to purchase his feeding stuffs and 
manures on the same terms as the large farmer, his income would 
have been increased by £15 a year, and these are but a few of the 
directions in which a saving could be effected. 

With regard to the other prevalent idea in respect of small 
holdings, 7.e. that a retail market for milk is essential to their 
success, there is reason to doubt whether this belief is always 
founded on substantial grounds. It is at least amply proved by 
the data collected in the present investigation that small holdings 
can be remunerative without access to a retail milk market. For 
example, fifty-two holdings, or one-quarter of all farms between 
20 and 50 acres investigated, selected from various districts and 
doing little or no retailing, and on which the average price of all 
milk sold was 11-58d. per gallon, were in the satisfactory position 
of providing an average Family Income of £146, while the occupier 
received £94 for his own labour. It appears, therefore, that an 
organisation could be evolved which would overcome any diffi- 
culties which arise from the lack of a local market. 

It would therefore appear that the reason for the success or 
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failure of any particular small holding or group of holdings 
must be sought in the organisation of the holding concerned. 
Within every district profitable holdings are to be found. How 
do these successful holdings differ from the less successful? Have 
the occupiers in the first case some particularly remunerative 
line of production denied to their less fortunate neighbours, or 
is their success due to a happier combination of enterprises, to 
more intensive or to more efficient production? Could, for 
example, a planned small-holding colony which would have a 
reasonable chance of success be evolved for each locality or soil 
type ? 

If we proceed to examine the amount and distribution of 
capital, output, income, and expenditure on small holdings in each 
of the nine districts, certain important considerations immediately 
emerge. 


TABLE VIII. 


District No, 1 2 3 4 5 6 7 8 | 9 
£ £ £ £ £ £ £ £ £ 
Capital per acre {12-08 |11-54 |12-21 |12-26 |10-08 |24-85 11-68 |13-68 8-57 


Gross Output per acre | 7-22} 9-26| 7-44| 9-94] 6-16 22-54) 13-11 13-49} 5-51 
Gross Output as per 

cent. of farm capital |59-77 |80-24 |60-90 |81-08 |61-11 90-70 |112-24 |98-61 |64-30 
Farm Income . | —4 | +24! +14) —40| +83 | 4-52) — 26 


Average capitalisation, for example, ranges from as low as £8-57 
per acre (District 9) to as high as £24-85 per acre (District 6), 
while these two districts have the lowest (£5-51) and the highest 
(£22-54) Gross Output per acre. Rate of Capital Turnover 
varies from a maximum of 112 per cent. in District 7 to a minimum 
of 60 per cent. in District 1, and the holdings in the more 
profitable districts had the higher rate of turnover. 

It should be noted, however, that there appears to be no 
direct connection between capitalisation and profits. District 3, 
for example, with a capital of just over £12 an acre, showed a 
Farm Income of minus £45 on the year, while in District 7, with 
rather less capital, the Farm Income was £83. In the first case, 
however, the rate of Capital Turnover was 61 per cent., and in 
the second 112 per cent. The secret of success lies rather in the 
efficient application of capital. 

Turning to the amount and distribution of Gross Income, 
figures for which are given in Table IX, it is evident that certain 
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TABLE IX. 

Amount and Distribution of Gross Income per Acre. 
District No. 1 2 3 4 5 6 8 9 
£ £ £ £ £ £ £ £ £ 
Cattle sales 1:14] 0-94] 0-90] 1-71] 0-53] 1:12] 2-19] 0-68] 0-84 
Dairy produce 1:81| 4:49] 1-03] 3-57! 0°76| 7:09] 9-71] 5-76] 2-76 
Sheep and wool . | — — 0-23; — 0-32} — 
Pigs . 1-11] 1-11} 2-26] 1-20] 1-55] 0-33] 0-66] 3-31] 0-60 
Poultry and 1-22] 1-00] 1-37] 2-43} 1-34] 10-52] 1-39| 0-97] 1-08 
Wheat 0-67| 0-37] 0-85] 0-37] 1-10] 0-43] 0-26] 0-68 | 0-43 
Barley 0-72] 0-63 | 0-36] 0-26] 0-29] 0-12] — | 1-14] 0-03 
Sugar beet . 1:03| 0:97] 1-03] 0-37]058| — | — | 0-62] 0-16 
Other crops 0-08} 0-40] 0-26] 1-06] 0-32] 3-82] 0-18] 1-54] 0-24 
Miscellaneous 0-11! 0-09] 0:10] 0-37] 0-29] 0-18] 0-82] 0-30] 0-16 
Total 7-89 | 10-00 | 8-21 | 11-57 | 6-76 | 23-61 | 15-03 | 15-00 | 6-30 


wide differences occur both in the total Gross Income per acre and 
in the methods by which the income is obtained. At the same 
time, certain general tendencies emerge. The amount of the 
Gross Income, for example, tends to be correlated with profitable- 
ness, for farms with a high Gross Income have the highest Farm 
Income. Accepting this fact, can it be said that the most 
profitable districts derived a higher percentage of their Gross 
Income from sales of livestock and livestock products? If in 
attempting to answer this question we contrast the three most 
profitable with the three least profitable districts, it appears that 
a higher percentage of the Gross Income is derived from livestock 
products in the more profitable groups. It is obvious, however, 
that the main reason for the success of the most profitable farms is 
due to the more intensive nature of their production. The fact 


TABLE X, 
District No. 3 5 9 6 8 
Farm Income (£) | —45|—40|— +88 |} +83 | +52 
Gross Income (£)_ . a . | 8-19 | 6-76 | 6-30 | 23°31 | 15-03 | 15-00 
Percentage of Gross Income from Live- 
stock and livestock products (%) . | 68 | 62 | 83 81 94 72 


that production is less intensive in the three unprofitable districts 
is probably due to lack of capital and to unsuitable organisation, 
largely resulting from an inferior local market for livestock and 
livestock products. 
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TABLE XI. 
Amount and Distribution of Gross Expenditure £ per Acre. 
District No. 6 7 8 | 9 
Labour . | 2-67 | 3-05 | 3-00] 2-86] 2-63] 5-49) 3-29] 3-94| 2-16 
Fertilisers and 
manures . —. | 0-14| 0-20| 0-23] 0-11] 0-21] 0-45| 0-05] 0-24| 0-05 
Foods. .  . | 1-80] 2-80| 2-87] 3-91| 1-81] 7-73| 4-71} 4-17] 1-92 
Seeds . | 0-28] 0-20] 0-21] 0-26] 0-11] 0-45] 0-19] 0-38} 0-11 
Livestock . | 0-67| 0-74] 0-74] 1-63| 0-61] 1-06] 1-92] 1-51 | 0-78 
Rent . | 1-50] 1-26] 1-15] 1-11] 1-16] 2-76] 1-50} 1-62] 1-30 
Miscellancous | 1-06| 1-13] 1-29] 1-29] 3-00] 1-18| 1-73 | 0-68 
Total . | 8-00 | 9-31 | 9-33 | 11-17 | 7-82 | 20-94 | 12-84 | 13-59 | 7-00 


The amount and distribution of Gross Expenditure per acre are 
given in Table XJ. Here again wide variations occur. Gross 
Expenditure ranges from £7 an acre in District 9 to nearly £21 per 
acre in District 6, while equally wide variations arise in expenditure 
on labour, feeding stuffs, livestock, and seen require- 
ments within the districts. : 

In order to determine the part played by technical efficiency 
in the successful holdings, the ten most profitable are compared 
with the ten least profitable farms in the central Norfolk loam 
district (District 1). The amount and composition of income in 
these farms are given in Table XII. 


TaBLE XII. 
Best farms. Worst farms, 
£ £ 
Farm Income + 123 — 122 
Drawings in Kind . : 29 28 
Deficiency Payments 21 23 
Family Labour ‘ ; : 10 36 
Family Income = r F + 183 — 35 


In the best farms the Family Income was £183, compared with 
(—) £35 in the worst, while the Farm Income in the former case 
was £123, compared with (—) £122 in the latter. 

The two groups were identical in size, and contained the same 
arable acreage. The Farm Capital was £563, or £15-2 per acre, in 
the best farms, and £407, or £10-93 per acre, in the worst. Gross 
Output was £469, or £12-66 per acre, in the profitable group, 
compared with £175, or £4-71 per acre, in the unprofitable, while 
Gross Income was £510, or £14-23 per acre, and £201, or £5-41 per 
acre, respectively. The analyses of income and expenditure on 
the two groups are given below in Tables XIII and XIV. 
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TABLE XIII. 
Amount and Distribution of Gross Income. 
Profitable. Unprofitable. 
r per per r per per 
wile. acre. cent, holding. acre, cent. 
£ £ £ £ 
Cattle sales. 61-7 1-67 12-1 43-4 1:17 21-5 
Dairy produce . ; 140-7 3-80 27-6 45-4 1-22 22-6 
Sheep and wool : 3-8 0-10 1-9 
Pigs ‘ 79-4 2-14 15-5 26-3 0-71 13-1 
Poultry . 26-8 0-72 53 6-1 0-16 3-0 
Eggs ‘ Z ; 44:3 1-20 8-7 18-1 0-49 9-0 
Wheat. 20-7 0-56 4-1 23-0 0-62 11-4 
Barley . 31-1 0-84 6-1 18-3 0-49 9-1 
Sugar beet 88-9 2-40 17-4 12-0 0-32 6-0 
Other crops’. 14-9 0-40 2-9 — — 
Miscellaneous . : 1-9 0-50 0-3 5-0 0-13 2-4 
510-4 14-23 | 100-0 201-4 5-41 100-0 
TABLE XIV. 
Amount and Distribution of Gross Expenditure. 
Profitable. Unprofitable. 
per per per per per per 
holding. | acre. cent. holding.| acre. cent, 
£ £ £ £ 
Labour . 126-1 3-40 32°5 122-0 3:27 37:8 
Fertilisers and 
manures 13-7 0:37 3:5 5-5 0-15 1:7 
Foods. ‘ 85-8 2°32 22-2 69-2 1-86 21-4 
Seeds 10-9 0-29 2-8 8-8 0-24 2-7 
Livestock 41-3 1-11 10-7 25-9 0-69 8-0 
Rent : ‘ : 59-2 1-60 15-3 55-9 1-50 17:3 
Miscellaneous . P 50-4 1-36 13-0 35-6 0-96 11-1 
387-4 10-45 100-0 322-9 8-67 100-0 


Here again the profitable farms produce more intensively, and 
the holdings are so organised that with approximately £150 more 
capital and an additional expenditure of £65 the Gross Income 
has been raised from £201 to £510. Moreover, expenditure on 
labour in the two groups of holdings was practically identical. 
Nevertheless the output per £100 manual labour was £268 in the 
profitable group, compared with £105 in the unprofitable, while 
the rate of capital turnover was 83 per cent. in the profitable, 
compared with 43 per cent. in the unprofitable farms. At the same 
time, the profitable holdings purchased more feeding stuffs and 
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more fertilisers, produced more milk per cow (658 gallons com- 
pared with 556), and more eggs per hen. It is therefore legitimate 
to assume that not only was production on the profitable holdings 
more intensive, but that it was more efficient, and that better 
use was made of the various factors in production. 

It was previously pointed out that the data used in the shee 
investigation referred to the year 1932. As the success of any 
scheme of land settlement will largely depend on the trend of world 
prices, it is necessary to obtain an idea of the price position during 
that year. The instability of agricultural prices as a feature of 
the present world depression, and the inability of farmers to keep 
their organisations suitably adjusted to rapidly changing levels of 
price and cost, have been repeatedly emphasised. In spite of the 
fact that in 1931 agricultural prices reached an exceedingly low 
level, further declines occurred in 1932. The fall in prices was 
particularly severe in the case of livestock, which had hitherto 
escaped the full force of the price decline. During the year a 
slight rise took place in the price of cereals, while fruits and 
vegetables showed substantial increases. Feeding stuffs rose 
some 10 per cent., and over the 12 months averaged some 5 per 
cent. below their pre-war level, while fertilisers applied to 1932 
crops were purchased at a cost averaging 5-10 per cent. below 
pre-war prices. The price of dairy cows and store livestock 
declined considerably. <A fall of 35 per cent. occurred in the 
prices of store sheep and pigs, both of which sold below their pre- 
war levels, while store cattle fell 10 per cent. on the year; the 
price of fat sheep fell 31 per cent., while those of milk, eggs, and 
fat cattle all showed decreases. It is evident, therefore, that 
1932 prices did not particularly favour the types of organisation 
prevalent on the small farm. Considering price movements in 
the future, it is improbable, taking into account the possible 
developments in cultivation and practice, that the world price of 
wheat will rise more than 50 per cent. above its present level, at 
which point it will still be well below its subsidised level. If this 
supposition is correct, wheat as a cash crop will not be remunerative 
in this country except in very exceptional cases, without some 
form of Government assistance. Taking a long view of the 
agricultural situation, British policy will be more economically 
directed towards the production of those agricultural commodities 
in which this country holds a comparative advantage, viz. milk, 
fruit, vegetables, bacon, and eggs. It is in expansion along these 
lines, in conjunction with efficient systems of grading and market- 
ing, and in the elimination of waste in production, that our 
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agriculture will be most profitably developed. The success of 
such a policy would to some part depend on the availability of a 
cheap supply of imported cereals, and its pursuit would entail a 
certain measure of control of supplies. 

If such a policy is adopted, the small holding may assume an 
even more important part in the structure of British agriculture. 
To ensure success, however, any scheme of land settlement must 
be carefully planned. The haphazard establishment of isolated 
units, remote from markets, on badly drained land, under- 
capitalised, and following the traditional methods, is unlikely to 
succeed. 

What of establishment on the colony principle? It has 
already been pointed out that the small holder derives the greater 
part of his income from livestock and livestock products, and that 
their production must form the basis of his organisation. It is 
dangerous, however, to establish large groups of small producers 
without some organisation for the transport and sale of produce. 
The local market soon becomes glutted with the particular produce 
of the small farm, and the producers are left in an unfavourable 
bargaining position. Some form of co-operative organisation is, 
therefore, essential to their success. That there is ample oppor- 
tunity for economies both in the purchase and sale of commodities 
has been clearly shown. 

With regard to the types of production to be followed, these 
will vary according to locality. Near a large consuming centre, 
as in south Essex, the holding can be profitably organised around 
the whole milk market, while over the more isolated Norfolk 
loams it can be developed on the manufacture of butter and the 
use of the skim milk in pig feeding. Whatever the type of 
organisation decided upon, there should be a general plan running 
through the scheme—the whole colony working towards a common 
objective. Such a situation entails a central organisation capable 
of giving direction, and acting in an advisory capacity to the 
group, of furnishing types of organisation which are likely to 
succeed, and of providing budget estimates and cost data, and of 
generally supervising the efficiency of the whole unit, and, if 
necessary, of enforcing certain standards. Care must be taken in 
the selection of the small holder and his wife; a good level of 
intelligence, adaptability, perseverance, and determination are 
essential qualities, to which should be added a spirit of inde- 
pendence and a love of the countryside. To such a type the hard 
physical efforts often required of the small holder will be more 
than outweighed by the sense of freedom and well-being which is 
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born of close contact with the land. ‘‘ The difficulty of educating 
a large number of small holders,” says Ashby, “is insuperable, 
and in practice can only be done by example. One holder adopts 
a new method which proves practical, and another copies his 
neighbour.” The central authority might do much towards the 
improvement of conditions by running a holding for educational 
purposes, and by inspiring by competition the small holders to 
develop their land on lines often away from those set by tradition. 


Summary. 


The above paper compares briefly certain essential differences 
in the organisation of small and large farms, and indicates certain 
lines along which small holdings in this country might profitably 
be developed. It has been shown that compared with the large 
farm the small farm (a) has a greater resistance to low prices, 
(6) produces twice the value of produce per acre, (c) provides 
employment for approximately twice as many men per.acre, and 
(d) that the Social Output is increased by 80 per cent. Com- 
parisons have been made between the incomes of small holdings 
in certain districts, and between profitable and unprofitable 
holdings in the same district, and an attempt has been made to 
analyse the reasons for these differences in income. The con- 
clusion has been reached that success of small holdings is mainly 
a matter of evolving a suitable organisation for the “ locality,” 
and that it is not so dependent on soil type or retail market as is 


generally believed. 
A. W. Menzies KITCHIN 


School of Agriculture, 
Cambridge. 
March 1934. 


REVIEWS 


Annals of the Royal Statistical Society, 1834-1934. (Issued under 
the Authority of the Council. London: The Royal Statisti- 
cal Society. 1934. Pp. 308.) 


Tue Royal Statistical Society of London celebrated the 
centenary of its foundation in April last, and the present volume, 
illustrated with portraits of some of the more eminent of the 
Founders and Fellows, was issued as a most fitting accompani- 
ment to that celebration. For the account of the events which 
led up to the foundation of the Society we are indebted to Dr. 
James Bonar; for the whole of the remainder of the volume to 
Mr. H. Macrosty, one of the Honorary Secretaries. 

The Society was an offshoot of the formation, somewhat 
irregularly, in 1833 of a Section for the Promotion of Statistical 
Inquiries at the Cambridge meeting of the British Association, 
originating with Malthus, Babbage, Richard Jones and Quetelet. 
A meeting of the Committee of the Section was held in London in 
February 1834, when, on the motion of the Rev. T. R. Malthus, 
seconded by the Rev. R. Jones, it was resolved unanimously that : 
“Following up the spirit of the instructions received by the 
Committee at Cambridge, it is advisable to take immediate 
steps to establish a Statistical Society in London, the object of 
which shall be the collection and classification of all facts illustra- 
tive of the present condition and prospects of Society, and that 
it be an instruction to the President and Secretary of the Com- 
mittee to take the necessary steps for convening a public Meeting 
for that purpose.”” A public meeting “‘ of Noblemen and Gentle- 
men ”’ was accordingly held on March 15, 1834, and a somewhat 
lengthy resolution, proposed by Babbage and seconded by 
Richard Jones, was passed unanimously, of which the opening 
section reads: ‘‘ That a Society be established in the name of the 
Statistical Society of London, the object of which shall be the 
collection and classification of all facts illustrative of the condition 
and prospects of Society, especially as it exists in the British 
Dominions.” There were 313 “ Original Members ” and ninety- 
eight more were admitted in the course of 1834. It is obviously 
impossible to repeat here the list of eminent names amongst these 
early Fellows, but the widespread interest aroused is shown by 
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the way in which they were drawn from all classes and pro- 
fessions : both Houses of Parliament, the Law, the Church and 
Medicine, Science and Philosophy, all contributed Fellows, as 
well as the small band of economists and statisticians. The 
Marquis of Lansdowne, a descendant of Petty, was the first 
President. 

At the meeting of the British Association, Adam Sedgwick, 
the President, had expressed a fear that, while statistical inquiries 
might join the rest in harmony if they dealt with “‘ matters of 
fact, with mere abstractions, and with numerical results,” if the 
Section deserted this secure ground its meetings would be dis- 
tracted by the worst human passions and ‘‘the Daemon of 
Discord would find his way into their Eden of Philosophy.”’ (We, 
of a later date, may recall discussions at Sections other than 
Section F that have not been altogether harmonious—a little 
discussion about Evolution at Oxford in 1860, for example.) 
This fear apparently continued to dominate the situation. In 
both the above resolutions the object of the Society is stated to 
be solely “‘ the collection and classification of facts ”; and this was 
further emphasised in the Prospectus approved by the first 
Council. ‘‘ The Statistical Society will consider it to be the first 
and most essential rule of its conduct to exclude carefully all 
Opinions from its transactions and publications—to confine its 
attention rigorously to facts—and, as far as it may be found 
possible, to facts which can be stated numerically and arranged 
in tables.” It seems odd nowadays that this should be the 
first mention of numerical method in any of the resolutions. 
Odder still is the attempt to exclude all expressions of ‘‘ Opinions ”’! 
But the “ exclusionists,’’ as Mr. Macrosty calls them, fairly won 
the day, and their victory was emphasised in the emblem adopted 
by the Society—a wheatsheaf with the motto “ Aliis exterendum ” 
in a surrounding band. In spite of repeated protestations of 
fidelity to the principle, its spirit was inevitably and not infre- 
quently broken. But not till December 1857 did the Council 
resolve that “‘the motto Aliis exterendum be omitted from the 
symbol on the cover of the Journal.” 

The young Society had its teething troubles. Projects were 
attempted or suggested which were rather beyond its abilities, 
and the fact-collecting machinery of the Society through five 
Standing Committees did not work well. A better method was 
tried of forming ad hoc Committees, on the proposal of five or 
more Fellows, and also of utilising the services of a paid investi- 
gator. Methods seem gradually to have settled down, and by 
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the end of the first decade of the Society’s existence quite a useful 
amount of work had been accomplished. Amongst others, 
Committees on London Education, on Vital Statistics, on the 
State of the Poor in Westminster, on the Population Census of 
1841, on Hospital Statistics all seem to have served their purpose 
well. The Journal was begun in 1838, following eleven parts 
of Proceedings published during 1834-7 and a solitary volume of 
Transactions in 1837. The predominance of the “ Condition of 
England ” question in those days, as Mr. Macrosty points out, is 
shown by the fact that, of the papers published in the first decade 
of the Society’s work, some three-fifths may be classed under 
Moral and Social Statistics and Vital Statistics. There were no 
financial papers, and only two bearing on trade or commerce. 
We may note two names that were for long to be associated with 
the Society. Dr. William Farr (President 1871-73) made his 
debut with a paper on ‘‘ Mortality of Lunatics ” in 1841; his last 
communications to the Journal were made in 1877, a few years 
before his death in 1883. Dr. W. A. Guy (President 1873-75) 
presented three papers in 1843; his last was printed in the Journal 
in the year of Farr’s death, and he himself died two years later. 
His name is commemorated in the Annual Medal now awarded 
by the Society. It may interest some to know that two papers 
were contributed by Rowland Hill (1840-41 and 1841) on ‘‘ New 
Postal Arrangements.”’ The foundation of the London Society 
seems to have been followed by that of a host of local Societies 
in the provinces, but all, alas! soon died out. The Manchester 
Society, which alone still survives in active work, was founded 
nearly eight months before, and not after, the Statistical Society 
of London. 

In the following twenty years, from 1844 to 1864, the financial 
situation was frequently a source of great anxiety to the Council, 
and the lack of funds assisted at least the tactful rejection of pre- 
posterous suggestions—such as that received from the Secretary 
of the National Philanthropic Association, ‘‘ that an endeavour 
be made to discover the quantities of horse dung deposited daily 
in the streets of the Metropolis.” But the Council had also 
almost entirely to abandon research by “ enquiries.””’ On the 
other hand, Committees on Registration, on the Census, on 
Hospital Statistics, on the London Poorer Classes, on Church 
Lane St. Giles, and on the statistics of Charities, all seem to have 
done good work. The Government were now, moreover, more 
active in the collection of statistics, driven to it by administra- 
tive needs. This period saw the initiation of international 
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statistical congresses, of which the first was held at Brussels in 
1853, and the fourth in London in 1860. Though Vital Statistics 
and Moral and Social Statistics still claim the largest numbers 
of papers in the Journal, their preponderance is not so over- 
whelming, and there is quite a fair number of papers on Com- 
mercial, Industrial and Financial statistics. 

But in all this period there had been little gain in the Fellow- 
ship. The numbers were no more than 357 in 1863. The next 
twenty years saw, however, considerable progress, numbers 
reaching 530 at the end of 1873, and 860 on the eve of completing 
the first fifty years of the Society’s existence. ‘‘ Growing Up,” 
Mr. Macrosty entitles the history of this epoch, at the end of 
which the Society may be regarded as having “‘ reached maturity.” 
It seems, indeed, to have been the period in which the main work 
of the Society developed into its modern form. There were no 
Committees appointed for the “collection of facts,” and only 
three in all: a Committee on Trade Statistics appointed in 1869 
at the request of the Board of Trade to make suggestions for 
improvement, and Committees to make similar suggestions for 
the Censuses of 1861 and 1881. The papers were more varied : 
those on Vital Statistics lost their predominance; papers on 
commercial, industrial and financial statistics contributed nearly 
a third of the total, and over a quarter can only be classed under 
the heading Miscellaneous. The “financial” papers include 
Jevons’s classical contribution ‘‘On the Variation of Prices, 
and the Value of the Currency since 1782 ”’ (1865). 

The Jubilee of the Society, postponed from 1884 owing to 
the death of the Duke of Albany, was celebrated in 1885. A 
number of foreign representatives were invited, and one practical 
outcome of the meeting was the formation of the International 
Statistical Institute. The success of the Jubilee celebrations 
added greatly to the prestige of the Society, and in the following 
autumn the initial steps were taken to draft a Charter and lay 
the proposal before the Privy Council. This was granted in due 
course, and signed on January 31, 1887. Difficulties had fre- 
quently arisen from Fellows submitting or proposing to submit 
papers, not of a statistical character, on economic subjects, and 
attempts made to induce the Council to make definite provision 
for economics—the last by Mr. Hyde Clarke in 1885-6. These 


- troubles came to an end in 1890, when the Council Room was 


lent to Alfred Marshall for the holding of a meeting out of which 
grew the British Economic Association, now the Royal Economic 
Society. Taken as a whole, the five and twenty years following 
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the Jubilee, in spite of a falling off in the number of Fellows 
from a maximum in 1890, appear to have been years of good, 
solid progress and sound work. Charles Booth brought to the 
Society (1887, 1888) the first fruits of his great inquiry into the 
life and labour of the people of London. Sauerbeck published 
in 1886 the account of his index-number, and an annual article 
by him, continuing the figures, was published regularly there- 
after. The agricultural depression seems to lead to an unwonted 
crop of papers on agricultural statistics. Throughout the period 
Edgeworth made numerous contributions on mathematical 
method, and from the middle nineties other names begin to come 
in with papers on modern methods, or in which modern methods 
are used. The development had been slow, for a Society of 
which Francis Galton had been a Fellow since 1860, but it came, 
and once begun the acceleration has been rapid. The last five 
and twenty years, from 1909 to 1934, Mr. Macrosty terms, not 
inappropriately, the ‘‘ Age of Mathematical Methods.” The 
history of these years is too close to us to be treated imperson- 
ally: its value will be best judged by those who come after. 
Suffice it to say that the continued vitality of the Society seems 
to be well evidenced by the formation of the Study Group in 
1928 and of the Industrial and Agricultural Research Section, 
which has already published the first issue of its Supplement to 
the Journal, in 1933. 

The obituaries of earlier chapters chronicled, as Mr. Macrosty 
says, the passing only of the Gods and Demigods of the Society. 
The last chapter, dealing in more detail with the long roll of 
losses during the years 1909-34, is—at least to those who, like 
myself, have been active Fellows of the Society for a good deal 
more than the whole of that period—only too truly entitled 
“Missing Friends.” Necessarily not that all were friends: 
would that one had known some, for the list is headed by the 
name of Florence Nightingale, who was a Fellow from 1858 to 
her death in 1910! But the roll stirs all too many memories : 
of older Fellows who were kind and encouraging in one’s younger 
days, of colleagues on the Council and in the office of Honorary 
Secretary, of pleasant meetings of the old-established Dinner 
Club, founded in 1839. And last, but by no means least, the 
band of those who were closely associated with one’s own line of 
work. Francis Galton, who passed away full of years and honour 
in 1911, was the virtual founder of the English school. Edge- 
worth is a much more recent, and more intimate loss : the memory 
of his high courtesy, his abstract and, as it always seemed to me, 
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rather lonely intellect, and his sheer kindness will long remain 
with both our Societies. Frances Wood died long before her 
time. Brownlee, Soper and Miss Newbold all are gone. Long 
may their successors flourish, in this and all other branches of 
statistical work, and the Society of which they are Fellows grow 
from strength to strength ! 

( The compiling of the history must have entailed much heavy 
labour, but it was well worth doing and has been quite admirably 
done. We can only express a deep sense of gratitude to the 


authors for their self-sacrificing labour.) 
G. Upny YuLE 


Enterprise, Purpose and Profit. Essays on Industry. By D. H. 
Macerecor. (Oxford: Clarendon Press. 1934. Pp. x + 
200. 88. 6d.) 


THE seven essays of which this book is composed deal with 
various aspects of industrial organisation and development. But 
the book is not merely a collection of separate studies; for the 
essays are linked by an underlying unity of ideas, so that, for 
example, the discussion of the nature of the co-operative dividend 
in the last essay amplifies the genera] examination of the profit 
motive in the first. 

Much of the book, especially the chapters dealing with Motive 
and Interest and with Rationalisation, has to do with economic 
politics. The writings even of distinguished economists in this 
field are frequently marred by a strong bias in favour of, or against, 
planning, a bias which is generally a reflection of the disbelief, or 
the belief, of those writers in the virtues of economic liberalism. 
The existence of a bias is perhaps inevitable; but the danger 
arises when economists present their conclusions in such a way as 
to suggest that these emerge naturally out of their economic 
analysis and are independent of social—philosophical arguments. 
Further, the looseness with which such terms as laissez faire, 
private enterprise, profits, freedom of enterprise and planning, 
are used by those engaged in current controversies has long been 
a reproach to writers on these subjects, and compares very 
unfavourably with the precision with which the theorist tries to 
define his concepts. Professor Macgregor’s essays are on a 
different plane from that of most other books dealing with these 
topics, because he is concerned not with pleading a case but with 
seeking for truth within a particular sphere, and because he sub- 
jects each of the familiar concepts with which he deals to a critical 
examination, stripping it of its emotional content. Thus, he 
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shows that the practice, common to many writers on economic 
politics, of speaking of profits with a shudder or a sneer, instead 
of as a category of income to which the present system gives a 
particular prominence, is obstructive to thought; for as long as 
society wishes to preserve some form of private capitalism, the 
existence of profits is pre-supposed. Again, he suggests that 
when critics say that private enterprise has “ broken down,” 
they often confuse a condition that may have arisen through 
defects inherent in the system with a condition that may be due 
to influences that come from outside the system, such as war or 
official intervention. This distinction between the ‘“ breaking 
down. ”’ of a system and “ being forced off” that system can be 
applied, he shows, to such questions as workers’ control. Because 
attempts to institute labour control have failed through the non- 
co-operation of the parties in industry—a non-co-operation due to 
historically created class antagonism—we are not justified in 
saying that labour control has “ broken down” on economic 
grounds. This is a valuable idea, and should clarify discussion, 
although, of course, when we are dealing with such large questions 
as these, it is not always easy to determine what may be properly 
regarded as “ external ” influences in a situation, or what impacts 
on a particular evolutionary process are really independent of 
that process. The questions of what industry is “for,” and of 
whether it is possible or desirable to introduce into business the 
standards of conduct that exist in the professions are also dis- 
cussed with great insight. The difference of standards in these 
two spheres is largely determined by a difference in the conditions 
in which business and professional men supply their respective 
services, and to claim a moral superiority for the professional 
man is to ignore this difference. 

The essay on the Sanctions of Rationalisation is timely, coming 
at a moment when Governments are so active in their efforts 
to change the existing forms of industrial organisation. A public 
authority may decide to rationalise compulsorily an industry 
for reasons of policy, administration or technique. Itis particularly 
difficult for a Government to justify its intervention on the last- 
named grounds. Professor Macgregor suggests that for evidence 
it can appeal to industrial comparisons, to international com- 
parisons, and to the views of industrial leaders. No doubt 
considerable weight has been given, and should be given, to 
this type of evidence. But its value may easily be exaggerated. 
Consider, for example, the evidence of industrial leaders. In a 
complex industry it may well be that the industrial leaders, 
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drawn necessarily from the great firms, may favour compulsory 
rationalisation ; while a number of small producers engaged in a 
different range of products and yet regarded as forming part of 
the industry, are opposed to it. Their opposition may be well 
founded, since it may possibly be due to the different technical 
conditions in which the primary and finishing branches of a trade 
operate. In such a case, in. giving weight to the evidence of the 
leaders, the Government might well be merely lending support to 
a particular section of the industry against the interests of the 
rest. The root difficulty, of course, lies in the determination of 
what an industry actually consists of. 

The third essay is a statistical study of the trade cycle during 
the half-century before the War. Professor Macgregor makes 
an effective reply to the sweeping criticisms that have recently 
been made of the statistical approach to the problem of industrial 
fluctuations, criticisms no doubt provoked by injudicious claims 
made on behalf of that method. He constructs an index of 
enterprise based on the annual formations of new limited com- 
panies, and relates this index to the indices of employment and 
wholesale prices. From this he reaches the conclusion that at 
times of change in the cycle the index of enterprise has priority 
over the others, a conclusion of importance both for theory and 
policy. The fourth essay is also statistical and serves to demon- 
strate that in the pre-War period “ business risk was a declining 
burden and that the decline was considerable.” 'This conclusion 
is at variance with the popular view that private enterprise has 
been suffering from a progressive deterioration, and it has a 
bearing on the general discussion in the first essay of the contrast 
between “ breaking down ” and “ being forced off.” 

The last three essays, Some Aspects of Rationalisation, Rational- 
isation and the Coal Trade, and Profit and Mutual Trading, have 
already appeared in this JOURNAL. 

The book as a whole deals with some of the most difficult 
problems of economic policy, problems which require for their 
solution (but seldom receive) as careful a definition of terms and 
as close reasoning as those in the sphere of pure theory, and Pro- 
fessor Macgregor has raised the discussion of these problems out 
of the confusion in which it usually takes place. We have entered 
upon an era in which policy will count for much in economic 
life. One of the important tasks of economists will be to 
“straighten out,” as he says, ideas in the field of economic 
politics. In the fulfilment of this task Professor Macgregor’s 


book will be of great assistance. It not only brings us new know- 
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ledge, but it is also distinguished by the wisdom with which the 
discussion of great and living issues is informed. 

Attention should be called to the misplacement of a preposition 
on p. 20, 1. 13, as it may momentarily confuse the reader, and to 
an obvious misprint of “on” for “ or” on p. 14, 1. 28. 

G. C. ALLEN 
University of Liverpool. 


The Theory of Wages. By Paut H. Dovetas. (New York: The 
Macmillan Company. 1934. Pp. xviii + 639. 20s.) 


THE first but unpublished edition of this work won the Hart, 
Schaffner and Marx international prize of 1926 for a treatise on the 
theory of wages. The manuscript was, however, returned to the 
author because the study was incomplete in some parts and needed 
further development and testing before publication. With such 
zeal did he set about this task that the plan of the original treatise 
was drastically altered, and a substantial part of the original 
matter discarded in favour of the new results achieved after no 
less than seven years of continuous revision. Thus—to quote 
from the author’s preface—‘‘ the book as a whole has come to be 
an attempt at an inductive study of both the productivity and 
supply curves of labour and capital.’ Yet it lives up to its title 
quite reasonably well, while as an inductive study it certainly | 
towers above most of the numerous and often equally voluminous 
efforts which have lately appeared. Whatever the reader may 
think of the value of the conclusions reached, he will agree that 
Professor Douglas has been exploring a most difficult piece of 
country, and that he shows the enterprise, zeal and ingenuity of 
the true pioneer. At the same time, he brings back reports 
which do not exaggerate the extent to which he has been able to 
clear a path, and when he is beaten, he is not afraid to say so. 
Would that the same could be said of all exponents of inductive 
methods ! 

Professor Douglas starts by emphasising the interdependence 
of wages interest and rent in the general problem of distribution, 
and outlines his objectives—namely, to measure the approximate 
effect upon production of each factor, to measure the variation 
in the supply of each factor resulting from changes in its re- 
muneration, to take into account the historical, psychological 
and institutional influences affecting the factors, and lastly to 
determine the correspondence between the actual course of wages 
and interest and his theoretical expectations. As a preliminary, 
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he then reviews the development of the theory of production, 
and in Chapter III he conducts an admirable examination of the 
postulates of the marginal productivity theory, concluding that 
it does describe a portion of reality, and that the results are 
“‘ modified but not vitiated by the presence of other forces which 
are at work,”’ as well as those of which the theory explicitly takes 
account. He therefore accepts the theory as a proper and suitable 
basis for his inductive studies. 

In Part IL Professor Douglas therefore sets out to discover 
the productivity curves of labour and capital. He first builds 
up an index of the growth in the volume of fixed capital in the 
United States from 1899 to 1922, and then a series representing 
the growth of the labour supply: for the growth of production 
he utilises the Day index. By combining the three, he is able to 
calculate the relative ratios in which labour and capital were 
combined, and the relative amount of labour and capital per unit 
of product: thus in 1922 only 37 per cent. as much labour was 
combined with each unit of capital as in 1899, and in 1920! only 
84 per cent. as much labour was embodied in each unit of product 
as compared with 176 per cent. as much capital. But the main 
task is to develop an equation of production showing the quanti- 
tative influence of labour and capital upon production. The 
accomplishment of this task is perhaps the most interesting part 
of the whole book, and certainly the most original of its contri- 
butions to knowledge. An equation is obtained which gives a 
correlation between the computed curve of production and the 
actual curve of no less than 0-97. Over the period as a whole 
labour is found to ‘“ contribute” three quarters and capital a 
quarter of the total product, and their marginal productivities are 
calculated year by year: the normal flexibilities of these curves, 
and hence the normal elasticities of demand for the two factors, 
are then deduced. The findings may be summarised as follows : 
an increase of 1 per cent. in the quantity of labour causes the 
total product to be increased by 0-75 per cent. and lowers the 
marginal productivity of labour by 0-25 per cent., while a 1 per 
cent. increase of capital increases the product by 0-25 per 
cent. and lowers its marginal productivity by 0-75 per cent. 
The elasticities of demand are —4-0 for labour, and —1-33 for 
capital. 

The previous paragraph is not intended to be an adequate 
summary of Professor Douglas’ methods or results: it is simply 
intended to whet the curiosity of potential readers. This pro- 


1 The 1922 figures are for some reason obviously abnormal. 
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duction equation is next applied to the more comprehensive data 
available for Massachusetts and New South Wales: the results 
are, of course, slightly different in each case, but the broad con- 
clusions are the same. Comparisons are then made between 
movements of real wages and of average value productivity, in 
order to test whether actual distribution conforms to theoretical 
expectations. The cumulative weight of evidence can hardly 
fail to impress: the equation can scarcely be a mere chance 
relationship. Professor Douglas points out that its terms need 
not, and probably will not, be the same for all periods and all 
countries, and in other ways he is careful to explain its limitations. 
But one wonders whether even so the relationships can really be 
as simple as he believes. He himself has obviously been worried 
by the fact that qualitative changes in the nature of the labour 
and capital are apparently of no account: in other words, that 
technical progress has apparently been left out of the picture. 
On pp. 209-215 he discusses this difficulty, and on the whole he 
seems to be satisfied, although he admits that further investigation 
is probably required. While giving due weight to the arguments 
advanced on these pages, this still seems to me a very serious 
weakness, and it suggests that there ought to be more terms in 
the equation, even if for certain countries at certain periods their 
effects cancel out. There is also at least one other matter which 
seems to deserve more adequate treatment than it receives— 
namely, the assumption that production in general is characterised 
by constant returns. This issue is discussed on pp. 20-25, but 
the possibility that the conclusion there reached may not be 
correct is not considered in relation to the subsequent inductive 
studies. Many economists would doubtless agree with Professor 
Douglas, but at the least the case is not proven, and it seems a 
little rash, if not positively dangerous, to build inductive studies 
solely on an assumption of this character. 

Taking a broad view of this part of the book, however, there 
can be no doubt that Professor Douglas has hit a “ good line ” 
for his pioneer path-making, and even if here and there it is a bit 
swampy, it may still prove possible to construct a solid highway, 
while if deviations of the route at these points should prove 
desirable, nothing much will have been lost. Let us now see how 
he fares with the corresponding work of measurement on the 
supply side. Part III starts with a rather long chapter entitled 
‘‘ The Theoretical Implications of Relative Elasticities of Supply,” 
which might be uncharitably described as exercises with supply 
curves were it not for some very suggestive incidental points. 
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Chapters XI and XII concern the short-run supply curve of 
labour, the broad conclusion being that for the United States this 
is negatively inclined with an elasticity between —0-24 and 
—0-33. These chapters are rather packed with figures, but the 
results are worth while, even if they are probably of a transitory 
character. When he comes to the long-run supply of labour, 
Professor Douglas has much to say on population theories past 
and present, and he then reviews a mass of population statistics 
in order to test the classical doctrine that the long-run supply of 
labour is very elastic, concluding, as might be expected, that the 
opposite is nearer the truth to-day. 

Coming to the supply curve of capital, Professor Douglas has 
no difficulty in revealing the multiplicity of opposing theories, 
and he remarks that the real solution “ will in all probability have 
to come from inductive studies.” But it cannot be said his efforts 
get us much nearer a solution, as he himself recognises, adding 
that until we do reach it “ one of the most fundamental forces in 
economic life will be unplumbed ’—a true statement if ever 
there was one! After a mere glance at the supply of natural 
resources, Part III is concluded. Part IV contains a summary 
and some general conclusions. 

If this review has been mainly descriptive rather than critical, 
it is because I am anxious to bring out the very wide scope of this 
book. Comparatively few readers, perhaps, will struggle through 
its 502 pages of text, not to mention the 50 pages of statistical 
data which follow, but there are still fewer students of economics, 
various as their particular interests may be, who will not find 
something of a novel and stimulating character somewhere be- 
tween the two covers. Probably everyone will also find matter 
for criticism, and there is little difficulty in doing so. But, as the 
author is at pains to point out, this book, despite its length, is 
only an interim report on labours which are to be continued. As 
such, it should earn for its author every encouragement to pro- 
ceed, for if inductive study can yield substantial results, Professor 
Douglas will make it do so. 

J. W. F. Rowr 
Pembroke College, 
Cambridge. 
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Twenty Years of Federal Reserve Policy. By S. E. Harris, 
Ph.D. (Cambridge, Mass.: Harvard University Press. 
1933. 2 vols. Pp. lxi + 365. $7.50.) 


The Federal Reserve Board. By W. O. WreyrortH. (Baltimore : 
The Johns Hopkins Press. 1933. Pp. x + 216. $2.25.) 


The Federal Reserve Act, its Origin and Problems. By J. Law- 
RENCE LavucHuin. (New York: The Macmillan Company. 
1933. Pp. xii + 400. 18s.) 


Dr. 8S. E. Harris has produced a work that will be indis- 
pensable to all close students of the Federal Reserve System. 
He has sedulously explored the voluminous sources of information, 
including mimeographed letters and statements of the Federal 
Reserve Board. He has applied scholarly method to their treat- 
ment. And he has compressed his findings into two large volumes, 
judicious and compendious. His mind is well-balanced and fair, 
and his critical faculties keen. The result cannot but be a work 
that demands serious attention. 

It is difficult, however, to regard this commentary—and prob- 
ably Dr. Harris would not claim that it should be regarded—as 
a final judgment on Federal Reserve policy even before 1929. 
Two qualities are lacking. 

In the first place, the author does not have, or anyhow does 
not present, a clear and coherent theory of central banking. In 
the absence of this, criticism loses much of its authority. In 
his opening sentence he says that the reserve system has notwith- 
standing difficulties functioned remarkably well. He develops 
criticisms against certain tendencies and against its policy in 
certain phases. Now, since there is no background of fundamental 
principle regarding what a central bank, in the circumstances 
of the U.S., can do or should do, or regarding the effects of its 
actions, criticism has to confine itself to pointing out that action 
often failed to secure publicly announced or generally desired 
objectives. But criticism of this kind is not definitive. Dr. 
Harris might defend himself by pleading that there is no well- 
authenticated corpus of banking theory for him to rely on, that 
this whole field is strewn with the debris of controversy, and 
indeed that, while completely lacking a foundation of theory to 
build upon himself, some of his findings may provide future 
theorists with materials for their work. While Dr. Harris cannot 
subscribe to the hopes and faith of recent monetary writers, it 
must not be supposed that he reverts to the dogmas of an older 
school, with their “rules of the game ” or “ automatic working.”’ 
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On the contrary, his attitude is one of general scepticism. This 
plea, if upheld, leads to the conclusion that Dr. Harris has done 
all that is now possible. But it does not rebut the view that his 
commentary cannot be regarded as final. When banking theory 
has been reconstructed, the historian of the future, armed with 
sharper tools, may be able to re-write the history of these twenty 
years, giving different emphasis and summing up in a different 
way. 

Secondly, exhaustive as Dr. Harris’s researches have been, 
they have been strictly limited in scope. He has explored bank- 
ing documents and banking statistics. His criteria for the suc- 
cess of policy are drawn from results within the field of banking 
itself. Yet the object of a central bank should be, and that of 
the Federal Reserve System explicitly has been, to provide certain 
conditions for industry and trade. These receive the barest 
passing references. Judgment on policy in the crucial years 
1927-1929, which Dr. Harris examines in minute detail, must 
depend on the effect of that policy on general economic conditions, 
and can only be passed, when those conditions have been as 
carefully studied as Dr. Harris has studied the inside of the bank- 
ing world. Of the movement of prices, the rate of increase of 
production and efficiency, of the balance between the production 
of capital and consumable goods, of inflation and deflation of 
industrial profits we hear nothing. Yet it is by reference to these 
that the final verdict must be given. 

Dr. Harris’s first volume is primarily concerned with the pro- 
nouncements of officials, as helping to interpret the policy of the 
system during twenty years, while the second contains a statis- 
tical investigation of the facts in the period from 1927 to 1933. 
Dr. Harris’s work on pronouncements is most careful and inform- 
ing; at times, however, one is inclined to suspect that he identifies 
the pronouncements of officials with what was in their minds too 
readily. For instance, he shows how political pressure led to 
disavowals about the effectiveness of rate policy for various 
purposes. He slips too easily to the conclusion that the officials 
really thought it ineffective, and, worse, to the view that it really 
is ineffective. He is probably too pessimistic with regard to the 
feasibility of a penalty rate. What is required is not that the 
central bank rate should be superior to all current rates of member 
bank lending, but there should be a substantial and squeezable 
block of loans, ultimately dependent on member bank credit, the 
rate on which is below the Federal Reserve rate. He has an 
interesting section on Acceptance policy. He does not bring out 
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the point that the original object of the System in supporting the 
Acceptance market (like a government imposing an infant industry 
duty !) was that ultimately the market should stand on its own 
legs. Twenty years of Protection (as in other cases!) have not 
sufficed. If ever the market did stand on its own legs, the special 
Federal Reserve buying rate for acceptances could be abolished, 
and the discount of acceptances below the Federal Reserve rate 
would constitute the block of lending required to make the 
Federal Reserve Discount Rate an effective penalty rate. Apart 
from this, however, it seems worth exploring other possible means 
of making the Discount Rate more effective. 

Dr. Harris’s chapter on Open Market Operations is rather 
unsatisfactory. Let it be granted that the inverse relation of the 
open market holding of securities to other earning assets of the 
Federal Reserve Banks is not so close as used to be contended. 
Let it be granted, as Dr. Harris urgently argues, that there are 
other important factors affecting member bank balances, namely, 
gold and currency movements. Let it be granted that the size 
of member bank balances is as important as the scale of their 
indebtedness in determining credit conditions. There may have 
been fallacies and illusions. The great potency of the Open Market 
weapon remains. Dr. Harris’s attitude to the weapons of the 
Discount Rate and Open Market Operations illustrate his scepti- 
cism about banking theory. Some will feel that this scepticism 
is a little overdone. 

The second volume contains a great deal of most interesting 
statistical analysis. In particular he has done valuable work on 
the inter-district movement of funds, and on the relation of demand 
deposits to net demand deposits. It is a pity that his reflections 
on the latter topic, which are somewhat dispersed, were not 
brought together into a single discussion, in which his conclusions 
would have been more clearly formulated. At times he becomes 
so absorbed in the pursuit of these investigations, that the his- 
torical thread is lost. His results, when they emerge, are, how- 
ever, always relevant. 

It would be rash indeed to challenge Dr. Harris on a major 
question of fact. The matter, however, is of central importance. 
He has a chapter on the “ disastrous reversal of policy ” in the 
period of September—December 1928. Can there really be said 
to have been a reversal? Contrary to his wont, Dr. Harris does 
not give chapter and verse. He relies on two figures. One is 
the increase in the Federal Reserve Banks’ holding of securities 
by 28 millions. But this figure is too small to be significant. 
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The other is an increase in their holding of acceptances by 293 
millions. But what can be deduced from this? There was no 
reduction in the buying rate during the period. The normal 
attitude of the Banks to the volume of acceptances is one of 
passivity. In what sense did they change their policy? The 
acceptances came in, as expected, in the normal course of autumn 
trade. In the early part of the year the Banks had been screwing 
up the pressure. Then they desisted from turning the screw 
further. Can more be said? They did not release pressure. 
Can this truly be called a reversal ? 

Dr. Harris views Federal Reserve policy after 1929 with some 
complacency. That is consonant with a purely banking point 
of view. Yet in the world outside there is the glaring contrast 
between the apparent success of the system in providing sound 
conditions for trade and industry between 1921 and 1929 and 
their apparent failure thereafter. It is sometimes urged that the 
seeds of trouble were sown by the policy before 1929. But there 
is much to be said for the opposite view that, even having regard 
to the future, the Reserve Banks could not have done much 
better than they did before 1929, that only a different policy 
after October 1929 could have averted subsequent troubles. 
Dr. Harris has done important preliminary work; but it is only 
a part of the work that will have to be done before that question 
can be decisively answered. 

Professor Weyforth’s excellent book will appeal to a wider 
circle of readers. It is written with admirable lucidity and direct- 
ness in a dignified English style which has a nineteenth-century 
flavour. It consists of a plea for vesting control over the Discount 
Rate and Open Market Operations unequivocally in the Federal 
Reserve Board. A clear sketch of the salient relevant facts in 
the history of the inception and development of the System is 
followed by a well-reasoned statement of the case for centralised 
control in fundamental matters. The present constitution is one 
of checks and balances. But, where timeliness of action is of the 
essence of the matter, this is inappropriate. 

Professor Weyforth has illuminating discussions of the inter- 
national relations of the System, of the difficulty of recruiting men 
of the highest calibre to the Board, which would be overcome by 
an enhancement of its power and prestige, of Mr. Warburg’s 
proposal, which he endorses, for banking representation on the 
Board, and of recent legislation. On the last of these topics he 
notes the tendency to give wider powers to the Board, but claims 
that these are based on no logical theory of demarcation. Endow- 
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ing it with strong weapons for bringing direct pressure on members, 
which might well be left to the Reserve Banks, this legislation 
leaves almost untouched the division of authority on the vital 
question, essentially general and national in character, of the 
total volume of credit to be advanced by the System. 

One paragraph in the narrative section suggests an inter- 
pretation of history which was perhaps not intended by Professor 
Weyforth. He describes how in March of 1930, the old informal 
Open-Market Investment Committee, consisting of the governors 
of the Boston, New York, Philadelphia, Chicago and Cleveland 
Banks, was superseded, on the initiative of the Board, by the 
Open Market Policy Conference, consisting of one representative 
of each of the twelve banks. Opinion within the System, as 
outside it, was oppressed by the events of the previous autumn, 
and was nervous about the constructive policy pursued in the 
past. The new constitution would render quick aggressive action 
most unlikely in the near future, at that time of destiny when it 
was never more needed. The change symbolised the triumph of 
conservatism and timidity. 

A new work from the hand of that doyen of banking studies, 
Professor J. Lawrence Laughlin, is always a matter of interest. 
He provides a detailed account of the plans and negotiations 
leading up to the passage of the Federal Reserve Act, and, espe- 
cially, of the important work of education and propaganda, con- 
ducted by the National Citizens League, of which he was chairman 
of the executive committee. He himself drew up a plan containing 
many of the important points which were ultimately embodied in 
the Act. It is good that his own account of these events should 
have been made public. 

The second section of this volume is concerned with recent 
developments and contains opinions on banking principles. 
There is also a fierce attack on leading contemporary authorities ; 
but it does not show a profound understanding of the bearing of 
their work. ‘The English writers of to-day,’ he says, “are 
imbued with a strong belief in the quantity theory of money 
(except T. E. Gregory). . . . This attitude was an outcome of 
the theory known as the Currency principle in 1840.” This 
section is somewhat pontifical and does not give much serious food 
for reflection. 

R. F. Harrop 

Christ Church, 

Oxford. 
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Principles of Money and Credit. By Roy L. Garis. (New York: 
The Macmillan Company. 1933. Pp. 520. 10s.) 


The Economics of Saving. By J. Harry Jones. (London: 
Reed & Co. 1934. Pp. 171. 3s. 6d.) 

Exchange Control. By Pavut Ernaic. (London: Macmillan 
& Co. 1934. Pp. ix +195. 7s. 6d.) 

Quotas or Stable Money. By E. O. G. SHann. (The Australian 
Book Coy. 1933. Pp. 97. 3s. 6d.) 

Gold Reserves and the Monetary Standard. By D. S. Epwarps. 
(P.S. King & Son. 1933. Pp. 148. 5s.) 

The Dollar, the Franc, and Inflation. By Extranor Lansine 
Duties. (New York: The Macmillan Company. 1933. 
Pp. vii + 106. 5s.) 


PRoFeEssor Garis has written a text-book which covers much 
more ground than is generally attempted in volumes with a 
similar purpose, and there are few aspects of.the problems of 
money and credit which do not find some place in these closely 
packed five hundred pages. The volume, however, is written 
mainly for American readers and the illustrations are drawn 
almost entirely from the experience of that country. Part I 
deals with the nature and functions of money, the evolution of 
monetary forms, the controversies concerning monetary standards, 
the American monetary system, the effects of changes in the value 
of money, and problems of monetary reform; while Part II deals 
with the nature and functions of credit, credit instruments, the 
foreign exchanges, the control of credit, and the legal aspects of 
credit as based upon the law of negotiable instruments. In all, 
the survey is very comprehensive and useful. There is, however, 
a tendency for the author to quote authorities too freely in place 
of argument, and a number of the quotations, especially those 
taken from newspapers, are somewhat superfluous. 

The Economics of Saving, which is a reprint of a series of articles 
from The Building Societies’ Gazette together with a paper read 
before the International Congress of Building Societies, is an 
excellent example of popular economic exposition. It does not 
claim to be more than this, but it shows that the avoidance of 
technical terms need not prevent the economist who really under- 
stands what he wants to say from expounding elementary but 
fundamental economic conceptions to a lay audience. And this 
is important, since the science of economics, unlike the science of 
chemistry, derives much of its significance from its ability to 
mould opinion. In this little volume, Professor Jones deals with 


694 THE ECONOMIC JOURNAL [DEC. 


saving and capital, interest and saving, expenditure in relation to 
economy, the future of the rate of interest; he also touches 
incidentally on over-saving and under-saving as suggested causes 
of the trade cycle. The reader might perhaps be excused if he 
asked for more, and though the trade cycle does not form the main 
theme of the book, it would not have been unfortunate if Professor 
Jones had added an additional chapter developing his analysis 
of the trade cycle. 

One criticism may be suggested. Professor Jones is anxious 
to prove that the supply of capital is inelastic. ‘‘ I do not believe 
that capital has a supply price, that the supply is elastic. I do 
not believe that a rise or fall in the rate of interest is followed, as 
effect follows cause, by a rise or fall in the supply of fresh savings 
or rate of accumulation of capital”’ (p. 16). In supporting this 
view he refers to the automatic saving of those who are too rich 
to do anything else, and to those who save for a specific object, 
so that a fall in the rate of interest induces them to save more 
while a rise in the rate of interest leads them to save less. Pro- 
fessor Cannan has surely demolished the idea that this latter case 
has any significance. In the case of the first point, even if we 
assume the existence of such automatic savers, a change in the 
rate of interest will affect the total incomes of such people and 
therefore their ability to indulge in automatic saving. A fall in 
the rate of interest, by reducing their total incomes, will reduce 
the amount of surplus income which is left after the customary 
standard of life has been maintained. It is true that the rate of 
interest depends upon the demand for capital and its supply, 
and that the amount of the annual addition to the stock of capital 
represents only a small proportion of the total stock. A change in 
the amount of saving may not have much effect upon the rate of 
interest, but it does not follow that a change in the rate of inter- 
est has little effect upon the volume of new saving. There is a 
danger that the author may in this chapter encourage misleading 
ideas on the part of his readers. 

Dr. Einzig is a prolific writer, but this new volume is in some 
respects the best that he has yet written, and it fills a gap in 
contemporary literature. His exposition of the different types of 
exchange control is very lucid, even although economists generally 
may not accept all his conclusions. Dr. Einzig holds that the 
classical rule that a depreciated exchange resulting from an adverse 
trade position will automatically correct the adverse balance 
cannot usefully be applied under present conditions. In the case 
of Great Britain, “ owing to import restrictions applied by most 
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countries, and also to the greater degree of elasticity of the econo- 
mic system of several commercial rivals . . . sterling would 
have had to be allowed to depreciate to a very great extent before 
the desired equilibrium could be established—if, indeed, it could 
be established at all by such means. An excessive depreciation 
of sterling would have accentuated deflation, and would have 
aggravated the world crisis ’? (pp. 68-9). On the other hand, he 
recognises that ‘‘ while many people would consider it desirable 
to eliminate the danger of the depreciation of the few currencies 
which are still on an effective gold basis, it is questionable whether 
it would be wise to enable the countries concerned to have an 
unbalanced budget without running the risk of paying the penalty 
for it, through a depreciation of their currencies ” (p. 103). 

It is not obvious that ‘‘ whenever an exchange is maintained 
at an artificial level with the aid of exchange restrictions, an 
unofficial market develops, the quotations of which represent the 
natural price of the currency concerned” (p. 112). Apart from 
the special risks connected with dealings in the unofficial market, 
the rate in that market is not necessarily the same as it would be 
if all dealings were entirely free. Then, in his discussion of the 
economics of exchange clearing devices, Dr. Einzig argues that 
these devices tend to reduce restrictions on foreign trade, and also 
to increase the volume of foreign trade “‘ because imports and 
exports between the two countries tend to be balanced in an up- 
ward direction” (p. 142). If one of the two countries has an 
export surplus, that country will either export less in future or 
will import more from the other, and this latter alternative, 
according to the author, is the one which is likely to be adopted. 
Under present conditions, however, any excuse for imposing new 
import restrictions is quickly taken advantage of ; if it were not so, 
there would be even less justification for such artificial devices. 

Professor Shann’s little volume consists of three essays 
embodying his reflections on the Ottawa Conference of 1932 and 
the World Economic Conference of 1933, at both of which he was 
a member of the Australian delegation. The essays are written 
for popular consumption and contain a trenchant but well- 
deserved exposure of the confusion of ideas and the political 
ineptitude which prevailed at these two Conferences. The choice, 
as the author sees the present position, is one between tightening 
still further the impediments to world trade and a restoration of 
tolerable stability in the purchasing power of money. His counter- 
blast makes healthy reading, and one could wish for him a larger 
public, more especially among the now popular restrictionists. 
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Mr. Edwards favours the idea of a return to gold standard 
conditions, but in a more managed form than hitherto. Among 
other things, he criticises the Reports of the Gold Delegation of 
the Financial Committee of the League of Nations for their 
failure “ to consider adequately the actual facts of gold supplies 
and demands ”’ (p. 55). The Final Report proposed to patch up 
the gold standard system so as to meet the possibility of a decline 
in new gold production, yet “an ostrich-like obstinacy towards 
the facts of gold supplies and their probable utilisation over the 
next hundred years stamps their counsel” (p. 47). Even the 
Note of Dissent signed by three members of the Delegation does 
not investigate the problem fully. The author then proceeds 
with his proposals for the appointment of a Currency Board which 
would determine at two-monthly intervals the fiduciary issue of 
the Bank of England for the ensuing two months, the Bank being 
required to expand its discounts at an agreed rate in such a way 
as to give full effect to the conclusions of the Board. Mr. Edwards 
leaves nothing to the imagination. The Board is to have offices 
at the Bank free of charge, the salaries and retiring allowances of 
its members are given in detail, and the personnel of the Board 
is fully established, together with the voting powers of each 
member. Some members are to have one and a half votes! 
The Board would have two panels, representing United Kingdom 
and Overseas Commonwealth members respectively, the former 
panel including individuals nominated by the Council of the 
Royal Economic Society, the Council of the Royal Statistical 
Society, the London School of Economics, and the Faculty of 
Economics at Cambridge. Certain members would also be 
nominated by representatives of a group of banks which includes 
all the “ big six” banks in England and—of other banks—the 
Royal Bank of Scotland, though no special reason is advanced 
for thus favouring this last institution. 

Miss Dulles writes in a straightforward way on the perils of 
inflation as illustrated in particular by the post-war experience of 
France, and with an eye on the monetary experiments of the 
United States. No justification is to be found for a policy of 
deliberate currency depreciation. The narrative is simply told 
and is unencumbered with complicated technicalities. But the 
tale is mainly a French one and there is no particular discussion 
of the problem in the United States, though this might have been 
expected from the title of the book. 

D. T. Jack 


mT 
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The Search for Confidence in 1932. Issued by the Unclaimed 
Wealth Utilisation Committee under the chairmanship of 
Mr. A. H. Abbati, with an introduction by Sm Basi 
Buackett. (P.S. King. 1933. Pp. ix + 109. 6s. net.) 


Economic Readjustment in 1933. Issued by the same Committee. 
(P. 8. King. 1934. Pp. xiii+ 102. 6s. net.) 


SoME six years ago, in a book called The Final Buyer, Mr. 
A. H. Abbati gave an analysis of the relation between savings and 
investment which was in many respects in advance of anything 
else of its kind at that time existing in the English language. 
Since then much development has taken place in the theory of 
money and the trade cycle, and the interest of The Final Buyer 
is now mainly historical. Since then, too, Mr. Abbati seems for 
his part to have forsaken further theoretical work for propaganda. 
But the Bulletins reprinted in these two volumes are permeated 
by a level of instruction and intelligence quite foreign to the 
bulk of popular journalism. They are mainly a record and com- 
mentary on current events of economic importance, with occasional 
slight theoretical digressions. In the events of 1930-31 their 
author saw the need for a vigorous campaign to combat deflation. 
He strives accordingly for public works, ‘‘ moratoria” for tax- 
payers, freer trade, the settlement of international indebtedness, 
and many other things desirable in deep depression. The 
Bulletins are sometimes picturesque but never dull, and so far 
Mr. Abbati deserves every support. Whether he would always 
be worth supporting is more doubtful, for there is no sign that 
his theoretical outlook has advanced since The Final Buyer. He 
is a good enough guide to deflation; but one doubts whether he 
is sufficiently sensitive to the dangers of inflation. Especially 
one cannot help suspecting that he under-rates the importance 
of studying the functions of the rate of interest. If Mr. Abbati 
wishes to remain a reliable guide when things get better, he 


should read Wicksell and Mises. 
HAROLD BARGER 


University College, 
London. 


Unbalanced Budgets. By H. Datton, Brintey Tuomas, J. N. 
ReEpMAN, T. J. Hucues and W. J. Leanine. (George 
Routledge and Sons, Ltd. 1934. Pp. xi-+ 468. 15s.) 

Tue influence of industrial fluctuations upon budgetary 


problems has long been recognised, but it is clear that certain 
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post-war tendencies towards the development or extension of 
unemployment insurance and relief, and the undertaking of 
programmes of public works have greatly increased the difficulty 
of balancing budgets in periods of trade depression. This group 
of investigations is not, however, solely concerned with the 
obvious fact that falling revenues together with expenditures, 
which were partly fixed and partly increased as a result of the slump, 
involved deficits in the national accounts. Mr. Brinley Thomas, 
for example, in a study of Germany which covers a large part of 
the whole volume, deals with banking reform and exchange 
control; and Mr. Hughes in an account of Italy has a short but 
interesting section illustrating the vast extent to which State 
control of industry and investment has developed under the 
Fascist régime. 

What attempts have governments made to stem the current of 
fluctuations by pursuing appropriate financial policies in boom 
and depression? The answer provided by these studies seems 
to be that financial policies have almost invariably tended to 
exaggerate fluctuations. Expenditures were increased and tax- 
ation reduced in the boom years prior to 1930, while since then 
exactly the opposite course has been followed. 

Deflationary policies have been pursued in many cases with 
extraordinary severity, prices, rents, interest, salaries and wages 
being all sharply reduced. But, as Mr. Brinley Thomas points 
out, ‘‘a uniform cut in the level of costs, prices and incomes 
could not restore equilibrium. On the contrary, it led to a further 
shrinkage and a secondary deflation.”” Some countries, however, 
attempted half-heartedly to reverse their deflationary measures ; 
thus, as Mr. Reedman shows, Czecho-Slovakia pursued a con- 
tradictory policy which combined cuts in pay and expenditure 
with a small programme of public works. Sweden appears to be 
the only country in which a vigorous public works policy has been 
adopted. (In view of the fact that Sweden has also been attempt- 
ing to stabilise the price level, we may look forward with interest 
to the results of Mr. Brinley Thomas’s further investigations into 
Swedish economic and financial policy.) In Finland, however, 
where “the total capital actually invested by the State between 
1922 and 1927 was greater than the total outstanding amount of 
the public debt in the latter year,” the depression has simply led 
to a reduction in capital investments. In an entirely different 
category is Italy, where extensive public improvements have been 
carried out since the war and where programmes in recent years 
“are not drawn up primarily with a view to dealing with the un- 
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employment problem; but rather in order to increase national 
development and productivity.” 

In his Conclusions Dr. Dalton calls attention to the flagrant 
departures from the much-advertised principle of equality of 
sacrifice. He also points to the breaches which the depression 
has made in the system of contract on which the capitalist 
organisation of society is built up. The question whether this 
will lead to the Planned Economy which he hopes for, or to a 
policy of control and restriction masquerading as planning, 


remains to be decided. 
E. L. HARGREAVES 
Oriel College, 
Oxford. 


The French International Accounts, 1880-1913. By Harry D. 
Wuite. (Oxford University Press; London: Humphrey 
Milford. 1933. Pp. xvii + 352. 20s. net.) 


Tus study of the French trade balance during the period 
1880-1913 was planned primarily as a contribution to the induc- 
tive examination of the theory of international trade, particularly 
as regards the mechanism of adjustment under gold standard 
conditions. Its main appeal is, therefore, to the economist and 
the statistician ; but it contains a good deal that is likely to be of 
interest also to the economic historian. 

In attempting to estimate year by year the value to be assigned 
to the various items entering into the French trade balance, the 
author has had no enviable task. Imports and exports, though 
supposed to be valued respectively c.if. and f.o.b., are believed 
to be undervalued—to the extent of probably 3 per cent. in the 
case of imports and 5-15 per cent. in the case of exports. There 
are other serious defects in the official statistics, such as the 
undervaluation of the parcels post. These, however, are minor 
difficulties in comparison with the problem of estimating the 
“invisible ” items, the most important of which, are income from 
foreign investments, tourists’ expenditure and earnings of French 
shipping. The author, realising the poverty of his material and 
the conjectural nature of some of his estimates, issues a warning 
that the probable error in many of the estimates and statistical 
series is greater than would be found in studies of England, 
Canada, the United States, or for a later period in France; and 
that the conclusions, therefore, are to be accepted with greater 
caution. 


The period was one in which the outflow of capital was large 
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and almost continuous, though subject to wide fluctuations. In 
the aggregate the amount of new investment about equalled the 
income received, but this, of course, did not hold of particular 
years. In most years there was a considerable difference. 

The author finds that capital movements are correlated with 
merchandise movements, 7.€. with the difference between com- 
modity imports and exports, to a degree high enough to suggest 
that the adjustment of disequilibria occurred through movements 
of merchandise rather than through movements in the invisible 
items. He examines the possible means through which capital 
exports can influence or be influenced by merchandise movements, 
and attempts to evaluate the potency of the various means in the 
case of France. Movements in exchange rates between France 
and other gold standard countries he considers to have been of 
negligible importance in checking or stimulating merchandise 
movements. Exchange movements between France and countries 
not on the gold standard may have been important especially in 
their effect upon French imports, which were derived to the extent 
of one-quarter from such countries. Funds lent abroad were not 
to any great extent spent upon the purchase of French goods, and 
attempts to link up loans with exports were definitely a negligible 
factor in French merchandise movements. 

Orthodox, or, as the author calls it, neo-classical, theory holds 
broadly that an unsettled balance of payments reflects itself in 
the rate of exchange, and, when (under gold standard conditions) 
this moves more than a certain distance from parity, shipments of 
gold result. This tends to produce a tightening of discount rates 
and contraction of credit in the gold-losing country, and an 
easing of discount rates and expansion of credit in the gold-gaining 
country; and this in turn brings about a readjustment of relative 
price levels in the two countries and a rectification of merchandise 
movements. From an examination of price movements and 
physical volume of imports and exports the author finds a relation- 
ship in accordance with the orthodox sequence. Relative 
increases in the price of imports were accompanied by declines 
in the physical quantities, and relative decreases in price by 
increases in physical quantities; and the changes continued until 
in a large number of cases there was a rough approximation 
between the changes in the values of the merchandise balances 
and the capital exports. An analysis of French banking and 
monetary movements, however, failed to reveal such a connecting 
link as was required to explain the adjustment on the lines of the 
orthodox theory. No correlation could be found between gold 
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movements and capital exports, while the discount rate of the 
Bank of France was almost totally unresponsive to gold move- 
ments, which exerted very little influence on the volume of credit 
or on the note circulation. This might lead one to consider 
whether the orthodox theory was not fulfilled in a manner modified 
only by the peculiarities of the French financial system. For 
example, the fact that obstacles were liable to be imposed upon 
the free export of gold from France suggests the possibility that 
gold shipments on French account may have been made through 
London. The insensitiveness of the Bank of France discount 
rate suggests also that a larger part of the work of adjustment 
may have been thrown upon other countries. The author, how- 
ever, does not go into these aspects of the question. He concludes 
rather that the adjustment of disequilibria in the French balance 
of payments cannot be explained on the lines of the orthodox 
theory alone. He is disposed to doubt whether in general there is 
any justification for assuming that the specie-flow-price mechanism 
is the sole or even the dominant means of adjustment, though he 
recognises that it is “‘ doubtless one of the forces.” The rapidity 
with which adjustments take place may, he thinks, be explained by 
regarding changes in demand schedules induced by movements of 
capital and unaccompanied by price changes as an important 
instrument of adjustment. Demand schedules in the lending 
country move to the left and demand schedules in the borrowing 
country to the right, and this at once influences imports and 
exports. In response to the objection that without price changes 
there is no visible mechanism to bring about equality between 
capital exports and merchandise movements, he points to the 
growing practice of keeping foreign balances in the lending 
countries, and claims that an increase of foreign balances is 
regarded by banks in borrowing countries as equivalent to an 
increase of cash holdings and may thus bring about an expansion 
of deposits in their domestic banking system in excess of the 
quantity of increased reserves. 

This supposed mechanism of adjustment which the author 
seeks to describe seems, nevertheless, to be too unsubstantial to 
bring about results as immediate and definite as those which he is 
inclined to attribute to it. 

In conclusion, it may be mentioned that the author gives some 
consideration to the economic effects of capital exports with 
special reference to French investments during the period with 
which he is concerned. He puts the blame for the unwisdom which 
characterised a large part of the investments made mainly upon 
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the banks and the corrupt financial press. The close relation 
between finance and French political aims during the period, a 
point which has recently been developed by Feis (Hurope the 
World’s Banker, 1870-1914), might also have been stressed. 

C. K. Hopson 


The Planning of Agriculture. By Viscount Astor and Dr. 
K. A. H. Murray. (Oxford Univ. Press, 1933. Pp. xvi + 
186. 6s.) 


In 1932 Viscount Astor and Dr. Murray published a book 
entitled Land and Life, the thesis of which was a criticism of the 
Government’s wheat and sugar-beet policy, and an appeal for a 
revision of official ideas on British Agriculture in the light of its 
modern organisation and problems. Since this book was pub- 
lished an increasing measure of authoritative and responsible 
support has been given to the live-stock policy therein advocated. 
The Planning of Agriculture is a sequel to Land and Life. It is 
critical rather than constructive, but throughout its ten chapters 
a carefully considered argument is developed, which should be of 
great service in dispelling the fog which frequently envelopes 
discussions on this subject. Decidedly it is one of the better 
books for those who are interested in the future of British farming. 
In his Foreword, Sir Arthur Salter emphasises the dangers which 
the lack of a stable policy entails. “In this country the official 
attitude towards agriculture tends to alternate between periods 
of neglect or inaction and periods of hasty and inadequately 
considered activity. We are now in one of the second of these 
periods. It is one of great danger... . . There is a very serious 
risk—above all to British agriculture—in meeting temporary 
troubles by permanent measures.” 

If the present critical state of agriculture and the disastrous 
low level of prices are due to a general maladjustment of supply 
and demand, should the cure be a restriction of supply or an 
increase in purchasing power? Does output restriction neces- 
sarily raise the incomes of the agricultural community? Is 
marketing reorganisation a sufficient remedy for low prices? Is 
control of market supply sufficient to control price, or must one 
proceed further and control production as well? Can the farmers 
of this country control the total supply of any one commodity ? 
Is control of agricultural production in this country possible or 
wise? Are the forms of organisation for control in industry 
applicable to farming? If the organisation and combination of 
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producers is possible, how far can this be used for forcing up 
prices? How large a part for any success depends on State 
action, and how far can the State go in protecting the farmer ? 
These are a few of the questions which must be examined before 
any settled agricultural policy can be established, and these, 
and other points, form the subject-matter of this book. 

Interest in the fate of British agriculture centres for the 
moment round the schemes set in motion under the Marketing 
Acts. It appears that the State proposes to leave control very 
much in the hands of producers themselves, but the authors show 
that the difficulty of controlling production alone sets a limit to 
the possibilities of price control. Fluctuations in the value of 
money, and most of the other demand factors, are also beyond the 
control of farmers, whether individually or organised. But even 
if price control offers such limited possibilities there are other 
reasons for, and methods of, reorganisation open to farmers and 
thé State. On the individual farm great changes in organisation 
have occurred in the past, and are occurring at the present time 
more rapidly than many people believe. Not only is the “ balance 
of enterprises ”’ being rapidly altered, but production costs are 
being reduced, and quality is being given ever more consideration. 
There is scope for further development along such lines. Distri- 
bution, both wholesale and retail, also appears to offer opportuni- 
ties for greater efficiency by co-operation and other methods, while 
producers’ organisations, controlling processing and manufactur- 
ing, could do much to alleviate the effect of market surpluses. 
Organised producers can achieve orderly marketing—the regulat- 
ing and adjustment of shipments to suit market conditions, ete.— 
while the extension of the method of sale on contract, embodying 
price agreement, would eliminate some of the risks of price 
fluctuations. 

The State also has a part to play in the reorganisation of 
farming, and three types of policy are distinguished, viz. (1) a 
policy of temporary relief to tide over a temporary crisis, (2) a 
policy of maintaining British agriculture at an artificial level, and 
(3) a policy of reorganisation and reconstruction on purely 
economic lines. In the opinion of the authors British farming 
must sooner or later face up to the third of these, and the con- 
siderations involved in working for such an objective are discussed. 

R. MoG,. CarsLaw 
School of Agriculture, 
Cambridge. 
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Agriculture and the Trade Cycle, with special reference to the Period 
1926-31. By Joun H. Krrx, B.A., B.Com. (London: 
P. S. King. 1934. Pp. xiii-+ 272. 12s.) 

Books on the trade cycle are numerous; but it is always 
possible for a careful investigator to make new generalisations and 
new explanations. The value of these depends in each case upon 
the author’s examination of statistics and his knowledge of 
economic theory. By these tests the present work stands well, 
though it is in no sense a final treatment of the subject, as the 
author himself is aware. The book falls into two parts; the first 
devoted to a study of the effects of cyclical fluctuations of trade 
on agriculture, and the second to the responsibility of agriculture 
for trade cycles. He has attacked these very complicated 
subjects by marshalling agricultural /information and statistics 
and the results obtained by authors who have examined particular 
phases of agricultural fluctuation, and interpreting them in the 
light of economic theory. 

Although the author finds that in the study of agricultural 
fluctuations it is impossible completely to disentangle cause and 
effect, he proceeds with confidence to examine the effects of 
defined causes. The first part treats successively of the condi- 
tions, economic and climatic, affecting the supply of agricultural 
products; certain aspects of the demand for farm produce; the 
effects of various methods and incidents of marketing, including 
producers’ co-operation, and of speculation; agricultural crises 
due to slumps of prices; and problems of over-production, the 
last being a very interesting chapter. The general conclusion is 
that agricultural production responds freely to the industrial 
fluctuation of the trade cycle, though it is itself, in varying 
degrees at different times, the cause of industrial fluctuations. 

The second part of the book begins with a discussion of some 
leading theories of the causes of the trade cycle. The author 
announces that he will ‘‘ begin with a consideration of the respect- 
able theories, and work up to the meteorological theories.” The 
theories are grouped in four classes, beginning with the self- 
generative (e.g. Mr. Hawtrey’s) and ending with those which 
attribute trade fluctuations wholly to independent external causes, 
such as weather cycles. Examples of each class are examined. 
The causes of fluctuations in agricultural activity next claim 
attention ; but this is a rather disappointing chapter, incomplete 4 
and not too well arranged. It is regrettable that, in discussing 
the influence of weather on harvests, the author did not avail 
himself of recent authorities on agriculture. 
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The last chapter, on “‘ The Cycle of the Production Period,” is 
the most original. The fluctuation of agricultural output occurs 
in a cycle averaging from three to four years, well marked in the 
United States. Movements of prices and production are held to 
be due to appropriate preceding movements of the other; and 
excessive production due to high prices, followed by liquidation 
of stocks, taken together, cover this period. Variations of the 
weather from year to year often reinforce this result. 

There are many useful observations in the book. The elas- 
ticities of demand and supply of agricultural products are low, and 
the elasticity of supply is negative in certain circumstances. 
The discussions of cyclical movements in distributive costs and of 
distributive monopolies, and the diagrams which show how 
monopoly obstructs the expansion of consumption, are of great 
interest. Less satisfactory is the last chapter on the causes of 
the short cycle of about three years and of the long cycle, which 
the author finds to be usually 6} or 9} years, but averaging eight 
years. Mr. Kirk, like many writers on the trade cycle, sees much 
that is true, but not the whole truth, which is immensely more 
complicated than is generally supposed. His realistic treatment, 
well illustrated with statistics and diagrams, should help towards 
dispelling the illusions of those who regard currency and credit 


operations as primary causes of industrial fluctuations. 
H. 8. JEvons 


Le Probléme Mondiale du Blé. By Pauw pe Hevesy. (Paris: 
Librairie Félix Alcan. 1934. Pp. 293.) 


In this book a Hungarian diplomat of wide experience proposes 
a solution to the problem of relieving the acute distress of the 
millions of wheat-growers throughout the world, and particularly 
in the great exporting countries overseas and in the Danubian 
Basin. Their trouble, due primarily to the very low wheat prices 
that have persisted now for several years, M. de Hevesy attributes 
to over-production resulting from the expansion of overseas 
production aided by new technique, while European production 
has been rising towards its pre-war figure both in the large import- 
ing countries behind high tariff walls and in the exporting countries 
of Central Europe. While wheat is only one of many agricultural 
products whose prices are low relative to other things, M. de 
Hevesy thinks it is a special case calling for and amenable to special 
action. He argues that an increase in wheat prices will aid other 
agricultural products but that most such products will have to 
wait on general recovery, since they have elasticdemands. But the 
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wheat position can be greatly improved even before a return of 
general prosperity due largely to the inelastic demand—which 
has caused such trouble heretofore. 

To bring about this improvement by the way of raising 
wheat prices, M. de Hevesy proposes the setting up of “ L’Entente 
Internationale du Blé,’” which would have a monopoly of the 
international trade in wheat. Nearly all nations would be 
represented in this Entente and would have a voice in its policy. 
Importing and exporting nations would have to agree to trade 
only through this agency, and to do so would have to organise 
national monopolies in the import and export trade of wheat and 
wheat flour. The writer goes on to suggest—though it is not so 
essential for his plan—that at least the exporting countries should 
set up monopolies of the internal trade as well which could be 
used to persuade the producers to regulate their acreage in ac- 
cordance with national policy, by means of paying higher prices 
to those who conform to the Government “suggestion.” Rights 
to receive this higher price would be transferable, which would 
aid in adjustment of production to the most suitable land. It is 
also proposed that the countries should attempt to prevent the 
accumulation of surpluses by recommending acreage changes so 
that production will likely be just sufficient to cover domestic 
requirements (which can be fairly well estimated for wheat), 
plus the export quotas allocated by the Entente on the basis of 
import requirements for the coming year and the distribution of 
exports during past years. The present stocks of wheat which 
have been so effective in holding down prices would be bought up 
by the various Government agencies and held as “ stocks d’assur- 
ance’ against emergencies and to even out fluctuations, and will 
be necessary when it is attempted to regulate acreage to expected 
demand. 

The fixation of prices would, of course, be the most difficult 
problem and every country would have to determine its own 
internal policy. The Entente would set international prices, 
preferably some time ahead, to assist producers’ calculations. 
M. de Hevesy goes to great pains to show that the Entente would 
not likely set prices too high, and in the scheme of voting he 
suggests importers have the majority. Indeed his argument 
might prove too convincing, and the exporters would attempt, 
perhaps, to set up their own monopoly. He tries to show that 
importing nations would not set prices too low because that 
would damage the purchasing power of the exporters, who are the 
customers and often debtors of the importers. He also says that 
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the importers will realise that higher wheat prices will aid general 
recovery and be desirable on this account. 

However, this argument, which is all too common with those 
pleading the agrarian cause, is at least weak if not fallacious. 
The increase of certain prices serves only to transfer and not 
create purchasing power. At best it may give more money to 
those more likely to spend it, but this may not be so for a rise in 
wheat prices where much of the proceeds may go to liquidate 
debts. In any case this point is most essential to M. de Hevesy’s 
argument and he passes too rapidly over it. 

The small fall in the price of bread in the last few years is used 
to argue that a considerable rise in wheat prices and farmers’ 
incomes could be obtained without much increase in the cost of 
bread. While we are given some interesting facts on this we are 
left wishing for many more. The book is quite optimistic in 
regard to the amount of restriction necessary to secure a con- 
siderable rise in price and would appear to neglect, in.estimating 
the over-supply in the last few years, the rather elastic outlets 
at very low prices which, though small in comparison to total 
demand, are larger than the increments in stocks have been. 

‘The latter part of the book deals with the situation in various 
countries and their probable attitudes to the Entente. He notes 
particularly the change of American policy towards export quotas 
since the conference of 1931 and considers that Russia would be 
friendly, and in any case not dangerous, to this effort at capitalist 
stabilisation. While most of the book was written before the 
Agreement of August 1933, this is dealt with at some length. 
He considers that it is a good sign and may lead to closer control, 
but it is much too loose in its present form and is simply a formal 
admission of the facts. Unless some attempt is made to deal 
with stocks and to devise more effective means of limiting pro- 
duction, prices are apt to sag despite export quotas—even, we 
may add, if they were respected. 

However, the progress of this existing agreement gives one 
hope that perhaps it may develop into an effective control such 
as M. de Hevesy envisages. Many countries have already 
developed programmes that look just as ambitious without being 
as thorough and essentially simple. Ofcourse the scheme will be 
condemned as bureaucratic and impracticable by the grain and 
flour trades, whose interests it would undoubtedly damage. 

While one may be somewhat disappointed that M. de Hevesy 
did not include more analysis of the problem rather than repeat 
some of what he said about his solution, the book is interesting 
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and the case clearly presented. Its usefulness is much enhanced 
by numerous appendices. Undoubtedly the book has been written 
with a humane desire to help those millions of sweating peasants 
and farmers whose sufferings have been so great in recent years. 
R. B. Bryce 
St. John’s College, 


Cambridge. 


Becontree and Dagenham. By Trrencr Youna. (London: 
Sidders & Son, Ltd. 1934. Pp. 420. 10s. 6d.) 


DaGENHAM is familiar to most people as an important centre 
for the mass production of motors; it is less generally known that 
it claims also to be the site of a remarkable experiment in housing, 
bold in conception and vast in scale. The idea of initiating a 
survey of the progress and results of this experiment was happily 
conceived by those who direct the affairs of the National Council 
of Social Service, and the survey was competently carried out by 
Mr. Terence Young, who lived on the spot for two years collecting 
material for the purpose with the help of funds provided by the 
Pilgrim Trust. All who are interested in the practice or principles 
of municipal housing should profit by the advice of Mr. Baldwin, 
who in a characteristically sensible and stimulating preface com- 
mends the book as one to be studied. 

Although the title is Becontree and Dagenham, there are 
not—or there were not meant to be—two distinct housing estates. 
The original intention of the London County Council was to 
create a new township, complete in itself and under single control, 
but building began in separate localities, with the result that two 
parts close together in the north became known as Becontree and 
a third took its name from the neighbouring village of Dagenham. 
As it now stands the estate cuts across the boundaries of no less 
than three local authorities: at a rough estimate, 10 per cent. 
of the population reside in the municipal borough of Ilford, 30 
in the borough of Barking, and 60 in the urban district of Dagen- 
ham. Successful unification, hindered by this division of authority 
and other factors, has never been realised. 

The purpose of the scheme was not to solve the housing 
problem directly by moving families out of the heart of the 
slums into open country. It was rather to relieve overcrowding 
indirectly by providing houses outside London for working-class 
people with a reasonably steady income who could afford to pay 
rents comparable with those of “ controlled”’ houses. This, it 
was hoped, would prepare the way for clearing certain London 
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slums by setting other accommodation free in their neighbour- 
hood. 

The resulting population is remarkable for its youth. At 
the 1931 census it numbered 96,376, of whom over 42,000 were 
children; also, more than half the total inhabitants were under 
18 and three-quarters were under 36 years of age. The average 
size of family was high, 4-78 persons as compared with 3-46 in 
the County of London. Of the males, one in every four was 
engaged in transport and communication, e.g. as bus drivers, con- 
ductors, etc.; one in ten in building and the associated industries ; 
others in various manufactures; with an appreciable number of 
clerks and shop assistants, but a very small proportion of pro- 
fessional and higher grade workers. It should be noted, however, 
that the census was taken before the settlement of Ford’s motor 
works in Dagenham. But this would hardly affect the con- 
clusion that the estate is mainly peopled by young artisan families 
in which the men earn a wage somewhere between the limits of 
£2 and £5 a week when in work. Time alone will test fhe wisdom 
of the segregation of large numbers of households so similar in 
type: it is viewed with misgiving by some experienced observers. 

The programme of the London County Council was to build, 
with the aid of the 1919 State subsidy, 29,000 houses in five years, 
and the greater part of these were to form the Becontree estate. 
But the pace of development was affected by changes in housing 
legislation and the restriction of grants due to the post-war 
depression. Though the first houses were ready for habitation 
by the end of 1921, the last were not completed until the early 
part of this year. Actually, therefore, it took thirteen years to 
complete the programme that was originally contemplated. 

Even as it was the increase in the population—which in one 
year (1928-29) was not far short of 20,000—sometimes outran the 
resources of the organisation and social services required to cope 
with it. We read that ‘‘ hundreds of new people were coming to 
a strange place every week, many of whom needed advice and 
help and most of whom needed some spare-time activity and 
interest. Those responsible for the institutions which had com- 
menced earlier on were already fully engaged and those responsible 
for the later ones were overwhelmed before they had time to plan 
out the most useful organisations and services. Organisations 
experienced rapid changes of officers, partly due to the rapid 
influx of new members and partly due to the removals from the 
district and were consequently often badly run.” 

We can readily imagine the conditions which might have 
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resulted had the families flocking into the new area been of the 
type which is bred in the slums; but for the most part they were 
self-reliant, adaptable and trustworthy, and in course of time they 
dug themselves into their strange quarters with remarkable 
assiduity and success. They could hardly be described as sheep 
without a shepherd; their vision, however, was in general limited 
to their own immediate needs. They lacked the qualities which 
make for social leadership, or perhaps it would be fairer to say that 
their previous experience had not encouraged the cultivation of 
such qualities. It is true that an array of working-men’s clubs, 
tenants’ associations, co-operative guilds, sports organisations 
and horticultural societies were set up by local enthusiasts, some- 
times with help from outside at the inaugural meetings; but, 
rightly or wrongly, one gets the impression that a great deal of 
the planning, and not a little of the directing and motive power, 
for the more important organisations were supplied by external 
agencies, although the keen support of the tenants themselves 
has been indispensable for the smooth and continuous running of 
the machinery. 

As in a less advanced age of general culture the people were 
accustomed to turn for guidance to the clergyman and the school- 
master, so in this large area, where the resources of civilisation 
had to be hustled into existence, it is encouraging to learn of the 
whole-hearted and unwearied efforts made by Church ministers 
and school teachers to promote the well-being of the parishioners 
and children under their charge. Many of them appear to have 
put their time and their buildings at the free disposal of those who 
needed them for some good purpose whenever it was possible to do 
so. Reference is made to a vicar who offered his Church Hall to 
the Ilford Council as a school-room because accommodation was 
lacking and the children were running wild. The offer was grate- 
fully accepted and the same vicar a little later refused help to 
erect a permanent church, preferring instead to devote his re- 
sources to the building of a large Parochial Hall which would 
provide school accommodation for many more children. 

The example just quoted is one of a vital service which occa- 
sionally suffered, not because of any failure on the part of those 
concerned to do all they could to meet the emergency, but because 
the authority that undertook the building of houses was not 
directly concerned with the provision of other social needs. This 
is the main lesson to be learnt from the survey : it is essential that 
there should be strict co-ordination between the several authorities 
responsible for all communal services—for health and transport, 
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education and amenities in addition to the obvious requirements 
of water, light and sewage disposal—when such a large-scale 
transference of families is contemplated. 

This raises a wider question. With so little joint planning it 
is perhaps a matter for surprise that we ‘‘ muddle through” as 
well as we do. The reviewer has long held the opinion that the 
time has come for considering the possibility of carrying out 
periodical surveys of the whole country, upon a regional basis, 
to assess the needs—not in housing merely—of each area and to 
ascertain how far these needs are being met by the available 
private and public, voluntary and official, services. Meanwhile 
it is left to chance authorities, and sometimes to self-constituted 
groups possessing the will and the means, to initiate more or less 
successful inquiries quite independently of each other. The 
present survey is definitely in the successful class. It contains 
much interesting matter both for and against proposals to 
continue planting colonies of small houses in an alien soil. But, 
generally speaking, the potential value of all such sttidies would 
be vastly increased if an expert body could be set up to direct 
investigation, preferably in consultation with Government 
Departments, into the most useful channels, to encourage the 
adoption of similar standards and definitions so that the results 
from different areas might be comparable, and to see that the 
information thus acquired is followed up by practical action 


wherever possible. 
D. CarapoGc JONES 


The University of Liverpool. 


Work and Wealth in a Modern Port. An Economic Survey of 
Southampton. By P. Forp. (George Allen and Unwin. 
Pp. 217. 10s. 6d.) 


Dr. Forp’s book is an important ofishoot of the Southampton 
Civic Survey, first planned in 1927-8, which included a study of 
21,000 families, a random sample household inquiry, and a vast 
amount of additional statistical work, all carried out between 1928 
and 1932. It was in many ways unfortunate that a tremendous 
trade depression occurred in the middle of the inquiry; but the 
author persevered with his task, and is to be congratulated upon 
the results obtained. 

Among the factors which have attracted industries to South- 
ampton are geographical position, favourable tides, and relatively 
low wages; but the town is still more of a “ gate’ than a work- 

1 Southampton’s population in 1931 was 176,000. 
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shop. Unlike ports such as Liverpool or Newcastle, it has no 
densely populated, highly industrialised areas in its immediate 
hinterland; Greater London, with its growing factory districts, 
is nearly eighty miles away by road or rail. Dr. Ford’s study 
emphasises the high degree to which the prosperity of Southamp- 
ton’s population depends upon the seasonal and casual trades of 
seafaring, shipbuilding and repairing, and dock work. Ports like 
Hull, Bristol and Cardiff have many more strings to their bows. 
At Southampton men and women alike are “ concentrated in a 
very narrow range of employments.” 

In dock work Dr. Ford finds that the average weekly wage of 
the 1,500 tally holders, including both “ preference” and “ non- 
preference ’’ men, in a typical pre-depression year (1927) was 
£2 13s. 7d.; but the range of variation was between averages of 
£3 ls. 6d. and £2 8s. 7d. The corresponding averages for 
preference men only are £3 9s. 2d., £3 16s. and £3 4s. 3d. The 
earnings of the non-preference or “ shed call’? men, upon whom 
the incidence of unemployment falls most heavily, are much 
lower, and are considerably supplemented from the unemploy- 
ment insurance fund by virtue of the “ continuity rule,” designed 
to ensure that persons such as dock workers shall not be deprived 
of benefits merely because, by the nature of the industry and 
methods of engagement, days of unemployment become scattered 
irregularly between days of employment. A small sample of 
nine cases of shed call men, taken in 1928, gives average wages 
for the year, £78 9s. 3d.; average days of benefit, 151; average 
amount of unemployment pay drawn (a) if single, £21 7s.; (b) if 
married, with two children, £37 13s. 4d. Thus on the evidence 
of this small sample the total annual income of an unmarried man 
was in the region of £100, while the married man with two children 
received approximately £116 per annum: in both cases part of 
the total (nearly one-half in the case of the married man) is dis- 
tributed “ according to needs.” 

More than half of Dr. Ford’s book is devoted to a careful statis- 
tical inquiry into the facts and consequences of lack of work and 
wealth (including an excellent chapter on housing). A point of ° 
great difficulty in trying to deal realistically with the extent and 
incidence of poverty is that there are in many families wage- 
earners other than the family head, and one cannot assume that 
all the family income and expenses are pooled, or that all are 
not pooled. For example, “close investigation reveals a great 
variety of arrangements between children and parents, for some 
make an allowance [to the family income], but provide their own 
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clothing, while others make an allowance out of which the mother 
provides all or some part of the clothing. No one has found a 
means of discovering the full truth of these matters’ (p. 136), 
Supplementary earners may help to raise a poor family above, 
or thrust it below, the poverty line: some of them may be, on 
balance, net liabilities instead of net assets; others, having been 
net assets, may suddenly depart to get married or work elsewhere. 
Dr. Ford’s principal conclusions regarding poverty in South- 
ampton are (a) in 1931, 21 per cent. of the families in a random 
sample of working-class households were below a defined poverty 
line; (b) in 34 per cent. of the working-class families with de- 
pendent children the family head had insufficient income to 
maintain his wife and children of school age at this poverty line, 
without help from supplementary earners; (c) unemployment is 
the chief cause of poverty; (d) death, illness, advanced age, or 
absence of the natural family head, or the large number of the 
dependent members of the family are also important causes of 
poverty; (e) 47 per cent. of the families were receiving social 
service income in one form or another (7.e., unemployment or 
N.H.I. “ benefit,” old-age, widows’ and war pensions, public 
assistance, and school maintenance grants), and 25 per cent. of 
them received more than half of their income from this source. 

Throughout the book one is impressed by the author’s attempts 
to measure his phenomena and to attain precision wherever the 
material will allow. It is a welcome addition to the growing 
number of similar local economic studies, especially as Dr. Ford 
is at great pains to make his results comparable. 

ALFRED PLUMMER 
Ruskin College, 
Oxford. 


The Shipping World, Afloat and Ashore. Edited by J. A. Topp. 
_ (London: Pitman. 1934. Pp. xiii + 308. 7s. 6d.) 


Tuts book contains a series of chapters written by specialists 
on particular aspects of the problem of shipping. The first 
section deals with ships and their construction, the second with 
operation of shipping, the third with traffic, the fourth with 
organisation and the last with ports. The individual chapters, 
as is usual in such compilations, vary greatly in quality. Several 
suffer from an over-elaboration of somewhat unimportant detail, 
combined in certain cases with a rather superficial treatment of 
the more important points. 

To the economist the most interesting chapters will probably 
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be those by Mr. A. B. Hughes, of T. and J. Brocklebank, Ltd., 
on Trade Routes, and by Mr. J. H. Batty of Pollexfen & Co., 
Ltd., on the Shipbroker. The former discusses subjects as varied 
and interesting as the rival merits of tramp and liner, the deferred 
rebate system, and the Shipping Conference, none unfortunately 
in quite the detail one would have liked. The latter deals with 
the types and conditions of charters, and of the problems which 
arise from them. Curiously it is no one’s task to discuss the 
difficulties arising from surplus tonnage. 


The Rationalisation Movement in German Industry. By R. A. 
Brapy. (University of California Press. Pp. 466. 22s. 6d.) 


Tuts is a scholarly contribution to the problems of organisation, 
which combines great research into the economic changes of 
recent years with an endeavour to interpret the social changes to 
which they are related. This background of interpretation, in 
which much room is given to the human and cultural factors, 
distinguishes Mr. Brady’s book from those studies of Rationalisa- 
tion which regard it as an economic technique. The author 
seeks to outline a future for industry, for which the achievements 
of Rationalisation provide only a preparatory basis, and in which 
far larger and more far-sighted planning will create the cultural 
conditions of a controlled economy. These depend mainly, as 
I understand him, on the stabilising of economic life by much 
greater efforts than the State has yet made anywhere. He holds 
that the results of whatis called the Rationalisation movement in 
Germany have been disappointing, and that the heyday of its 
technical achievement is almost past. The purpose and outlook 
have been too limited; the evolution of capitalist economy is 
not to be the last word of the process; political philosophy must 
supply the final criterion of the value, and the final decisions on 
the range, of the associative movement in industry. 

The Second Part of this scheme is, nevertheless, a most valuable 
storehouse of facts, up to the present date, for the post-war history 
of particular industries in Germany. . Mr. Brady traces fully and 
carefully the pressures which were bearing on German production— 
taxes, costs, reparations, and the loss of markets—and shows how 
the meaning of Rationalisation has changed from a period of 
Rationing, via a period of ‘ cleaning up ”’ (Sanierwng), into a period 
of more positive and futuristic reorganisation. But a yet further 
meaning for the formula is to be found in its broader social 
implications. 
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His account of particular industries illustrates his general 
conclusions. Little has so far been done for stability; in some 
ways, the position has been made worse. The movement is 
directed to too particularist ends. Buta basis is being prepared 
for something better. No return to laissez faire is now possible ; 
group interests are being increased in importance; we must go 
on, and cannot go back. The danger of a “ mass culture ”’— 
such as results from the urbanising tendency of Rationalisation— 
can be avoided by greater attention to human factors and varia- 
tions and powers of decentralisation of responsibility. 

There is a valuable Appendix giving, in addition to industrial 
and other statistics, a full account of the structure and functions 
of the more important German central Rationalisation bodies. 

D. H. Macerecor 
All Souls College, 
Oxford. 


Planning the Modern State. By F. A. Buanp, M.A., LL.B. 
(Sydney: Angus and Robertson. 1934. Pp. xi +- 230. 
4s. 6d.) 


Ir is fashionable to advocate national and even international 
planning, though few who do so realise the vast changes this 
involves, especially in the economic sphere. Mr. Bland does not 
deal with economic planning except in public utilities. Perhaps 
this is because, as a lecturer in the University of Sydney, his 
subject is Public Administration ; but, at any rate, it is important 
to realise that effective change of the economic life of a people 
presupposes a replanning of the political and administrative 
system. The present book comprises a course of extension 
lectures delivered in Sydney in 1933, explaining recent trends of 
opinion on problems of government. It is a popular treatise on 
political science and the theory of administration, taking account 
of recent movements. Whether it be called Fascism or not, a 
new despotism is arising in democratic countries through the 
inability of parliaments to cope with rapid change. This requires 
a reconstruction of the whole representative frame-work. The 
chapters which will interest economists most are those on the 
Changing Content of Government, the Government as Entre- 
preneur, and on Local Government. The book is written with 
special reference to Australian institutions, with frequent 


illustration from English and American experiences and proposals. 
H. 8S. JEvons 
3A2 
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The New Unemployment Act. By R. C. Davison. (London : 
Longmans, Green & Co., Ltd. 1934. Pp. 32. 9d.) 


A USEFUL little pamphlet which gives in small space the main 
features of the new Act. The first introductory chapter deals 
with the insurance benefits and gives in detail the rates of con- 
tribution and of benefit, and the conditions in which benefit will 
in future be drawn. The second chapter deals with the scheme 
of unemployment assistance for those outside the insurance 
benefits. It describes the methods of assessment of need and 
the deductions for the various sources of income of the unem- 
ployed family, and gives some account of the administrative 
organisation of this part of the scheme. The last chapter dis- 
cusses the opportunities for training afforded by government 
training and instructional centres and by various camps and 
courses. A final note gives the public expenditure on unemploy- 
ment for the year 1933-4. 


Elements of a National Mineral Policy. (New York: The Mineral 
Inquiry of the American Institute of Mining and Metal- 
lurgical Engineers, 29 West 39th Street. 1933. Pp. 162. 
$1-25.) 

Tuts book is the outcome of a conference organised by the 
Mineral Inquiry, a group studying minerals in their public rela- 
tions. It contains some twenty chapters, each by a different 
member of the group. Some of these are exceedingly brief and 
several are concerned rather with general issues than with the 
specific problems of the mineral industries. The best thing in 
the book is a chapter by Mr. Skelton on Competition or Control 
in the Base Metal Industry. 


The Iron and Steel Industry of Germany, France, Belgium, Luxem- 
bourg and the Saar. By F. Bennam. (London: The 
London and Cambridge Economic Service, The London 
School of Economics, Houghton Street, Aldwych, W.C. 2. 
1934. Pp. 51. 5s.) 

Tus is one of the Special Memoranda of the London and 
Cambridge Economic Service, which for financial reasons it has 
not proved possible to distribute gratis to members of the Royal 
Economic Society. It brings together a considerable body of 
information regarding the iron and steel industries of these 
countries, which is nowhere else so conveniently accessible. 
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An introductory section examines the general problem in 
terms of the nature of the product, the markets, and the com- 
parative costs in the different countries, and considers briefly the 
effects of cartels and of depression. ‘The succeeding sections 
analyse in greater detail the output, raw material supplies, labour 
costs, technical equipment, and home and export markets of 
each country in turn. 


The House of Mitsui. A Record of Three Centuries: Past 
History and Present Enterprises. (Tokyo, Mitsui Gomei 
Kaisha. 1923. Pp. 74.) 


Tuis fascinating little book traces the history of the great 
commercial house of Mitsui from its first beginnings to its present 
dominance over the modern industrial Japan; with its cotton 
and rayon mills, its steel and engineering works, its mines and 
shipping lines, its banking, insurance and trust companies. 

The patriarch of the firm was Mitsui Hachirobei, who in 1673 
came from the provinces to Kyoto to establish a store. His 
great innovation was summed up in the trade mark of his firm. 
“Cash Payments and Single Price” (to all customers). The 
firm quickly reaped the large profits of the consequent turn-over, 
and Hachirobei was able to branch out into banking and other 
activities. He introduced a system of drafts which at the same 
time enabled himself and his fellow merchants to transmit funds 
to Osaka, and the Government of the day to make its payments 
in the provinces. 

When Hachirobei died in 1694 the firm was already strongly 
established. Two centuries later, when Japan began to build 
the new world of commerce and industry, the House of Mitsui 
was the corner stone of the edifice. From that moment we see 
it steadily growing. We begin with Hachirobei himself in Yedo, 
his banking office a house typical of the Japan of the period. 
By the eighteen-seventies the first modern Mitsui building, though 
still Japanese in character, bears indications of the influence of 
Scott and Waterhouse. By 1933 the firm is established in a fine 
Neo-Classical building. From here it directs a sixth of the world’s 
silk production, a fifth of Japan’s cotton exports, as well as 
countless other activities. But the tradition of the family 
has not been forgotten, and the firm has led the way in Japan 
in relief and welfare work, and in social and charitable enterprises 
of all kinds. 


NOTES AND MEMORANDA 


Thomas Robert Malthus ob. 29 December, 1834. 
DANIEL AND Mattuus: A DIALOGUE 


THIS supposed conversation may bring home to the benevolent 
reader the conversation which actually took place between 
father and son at Albury in the county of Surrey in 1797. 

It is just a hundred years since the son died, at Bath, on 29th 
December, 1834. In the Preface of his first published writing, 
the anonymous Essay on the Principle of Population, we read : 
“The following essay owes its origin to a conversation with a 
friend on the subject of Mr. Godwin’s Essay on avarice and 
profusion, in his Enquirer [1797].”’ The date of this Preface of 
Malthus is June 7th, 1798. In Otter’s Memoir (in the second or 
posthumous edition of Malthus’s Political Economy, 1836) the 
Bishop says he had it from Robert Malthus himself that the 
‘‘ friend ”’ was his own father, Daniel Malthus (pp. xxxviii, xxxix). 

The ‘conversation’? between Robert and Daniel Malthus 
may have been on this wise :— 

D. Too bad a day, Bob, for either riding or walking. Stay 
indoors with me a little, I want your opinion on Godwin’s Enquirer. 
Nobody could agree with Godwin in everything, but an old 
reformer like me can agree with much of it, perhaps more than 
you can bring yourself to do after reading what he says of the 
clergy. 

R. Yes, Sir, if all in Orders were really as he describes them 
in his essay on Trades and Professions, you would hardly have 
consented to my Orders, would you ? 

D. Your profession fares worse in his hands than under my 
friend Frend, who kept after all chiefly to generalities.” 

R. Godwin says in his Preface that, unlike the Political 
Justice, the Enquirer consists of detached essays, ‘‘each intended 
in a considerable degree to stand by itself ”’ (Preface, vii). Very 
good; I detach this one on Trades and Professions (Part II, v). 

D. Iam not surprised, for his language about the clergy 
transgresses even the bounds of your tutor, Gilbert Wakefield, and 
his were wider than Frend’s.* But you must find this a delicate 


1 Enquirer, 1797, p. 228. 2 Peace and Order, 1793, Ist ed; pp. 35-42. 
Wakefield, Life, 1792; e.g. pp. 148, 193. 
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subject. Take instead the essay on Beggars, Part Two, Essay 
Three ;—or, no, take the essay before it, Number Two, on Avarice 
and Profusion, a fit text for all times, on the two rival frailties of 
our upper classes, matching mendicity and robbery in the lower. 

R. Which passage of Number Two shall I take, Sir ? 

D. Just take a passage at random, you dons would say ad 
aperturam. You are the younger man. Read it to me. Like 
your Master, Dr. Beadon, I can follow you perfectly well, when 
you for your part read with care and I for my part listen closely 
with both ears. 

R. Well, Sir, I take page 169: “‘ Inequality being to a certain 
extent unavoidable.’”’ He goes on to say that the inequalities 
should be ‘‘ kept down within as narrow limits as possible,” and 
then asks whether “the conduct of the avaricious man” or the 
conduct of the “‘man of profusion” is the better with that 
purpose in view. 

D. I remember, for I have gone over the book myself in a 
cursory manner. Godwin decides in favour of the avaricious 
man. But try another passage. That one does not appeal very 
strongly to me, for I hope I am neither a miser nor a spendthrift. 

R. Very well, Sir, I pass to page 174: ‘It happened then, 
as it must always happen, that the lower orders of the community 
could not be entirely starved out of the world.” It was to the 
interest of the higher orders that the others should be kept alive ; 
and he thinks that a bare living can always be secured at small 
expense of labour and time, the commodities essential to sub- 
sistence “‘ demanding from us only a slender portion of industry.”’ 
‘‘ Tf these only were produced, the species of man would be con- 
tinued. If the labour necessarily required to produce them were 
equitably divided among the poor ”’ or (as he adds) better still 
amongst all, ‘‘ each man’s labour would be light and his portion 
of leisure would be ample.’’ He could have time to improve his 
mind or give himself harmless luxuries. 

D. You are curtailing and paraphrasing now, but I forgive 
you. He is often prolix and tedious. 

R. He goes on at the foot of page 175: “It was perhaps 
necessary that a period of monopoly and oppression should 
subsist before a period of cultivated equality could subsist.” 
‘* But surely after the savage state has ceased and men have set 
out in the glorious career of discovery and invention, monopoly 
and oppression cannot be necessary to prevent them from returning 
to a state of barbarism.” 

D. Now you are coming to his best passage. 
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R. I knew you would think that, Sir; I do not quite agree. 
But here is the passage: ‘‘ Thus much is certain, that a state of 
cultivated equality is that state which, in speculation and theory, 
appears most consonant to the nature of man and most con- 
ducive to the extensive diffusion of felicity ’ (p. 176). 

D. Surely that appeals to both of us. I at least have always 
looked forward to the time when all men should be happy and 
well fed and well educated. Like Godwin, I have read my 
Rousseau to some purpose. 

R. The sentence, Sir, expresses what we all desire; but you 
notice that he mentions certain conditions of fulfilment. I have 
been wondering whether they could ever be fulfilled by all men 
everywhere without a revolution in human nature. I should 
like to see any signs of such a revolution; it would mean a com- 
plete conquest of instinct and passion by reason. In how many 
men do we see that now ? 

D. To what “ conditions ” are you referring ? 

R. He says all must work; but adds that, if content with 
mere necessaries and the poorest kind of life, they need only 
work “‘ if they knew it a short part of the day instead of the live- 
long day as at present”’ (p. 175). Tell me, is it always and every- 
where so very easy to get food as he supposes? Would not the 
easiness or the trouble of getting it depend on the soil? It would 
make a difference too whether many or few were trying to live 
on the same soil, many all together or only a few by themselves. 

D. You mean that a small body of cultivators might on a 
given area find enough to keep life in them but a larger number 
could not. 

R. Yes, there might be enough for an able-bodied man or a 
small group of able-bodied men, but not enough, unless they put 
more work into it, if they had dependants, say women and 
children. It seems to me, as I wrote in the “‘ Crisis,” that there 
is no means of happiness so attractive to the ordinary man as a 
Home; yet as long as humanity remains what it has been from the 
days of Adam, this cannot be secured by human beings without 
causing an increase in their numbers and a harder labour all round. 

D. ‘Double, double toil and trouble.”” How on earth does 
this bear on the ultimate perfection of the race of man ? 

R. In this way, that where there are men and women there 
will be multiplication resulting from their union, and the result will 
be an increased toil to procure supplies. What happens to normal 
animals will happen to normal human beings. 

D. What is it that happens to the normal animals ? 
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R. What prevents them from covering all the earth? 
Answer this and you answer your own question. 

D. I answer, they cannot all find food and they die off, 
or else they kill each other. Whole broods are gone from the 
earth, in one of these ways or the other. The very plants show 
the same phenomenon, as I have observed in my botanising 
again and again. 

R. Just so; and I should like to know what prevents all 
men from covering the earth or even from being tightly packed 
on one island like ours ? 

D. My dear Bob, as the first born of the creatures, man has 
in him the light of Reason, not only Passions and Instincts. 

R. Please go on. What does reason lead him to do in this 
case? Is it never deflected by the passions and instincts ? 

D. Be it you yourself to give the answer, from your very 
clever criticism of Paley in your “ Crisis.” Says Paley: The pre- 
sence of a large population is a proof of present happiness. No, 
say you, a growing population does that at the time of its growing, 
but an actually present large population may be only the sign of a 
happiness that is past. That stuck to me and gave me an even 
higher opinion of you than I had before. 

R. Yes, Sir, in that “past” there might have been food enough, 
and, other things being equal, there would have been Paley’s 
“happiness ” till the growth of his large population was an 
accomplished fact. But then—what then?—Give me time to 
draw out my thoughts on paper for you. They are not yet quite 
clear in my own head.+ 

D. My dear Bob, you rouse my curiosity. What are those 
ideas you have not yet cleared up in your own head—the unknown 
factors in the situation you describe ? 

R. The subject, Sir, as you very well know, is not a new one; 
authors have written on Population, and even noticed that it 
might create a bar to universal happiness. But nobody seems 
to have tried to show in detail by what instruments or agencies 
the growing numbers and their necessary food are made to 
correspond. We know they must correspond, or the numbers in 
excess of the food would not go on existing. Most men cannot 
“live on air, promise-crammed” like Hamlet. Even the 
Ascetics seldom claim the power to turn stones into bread. But 
they need the bread. 


1 « The Author at first sat down with an intention of merely stating his thoughts 
to his friend, upon paper, in a clearer manner than he thought he could do in 
conversation. But as the subject opened upon him some ideas occurred,”’ ete. 
Pref. to First Essay, p. i. 
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D. You mean—what brings the numbers to the level of the 
food? Some might escape starvation by celibacy. I can’t see 
how a whole people could be expected to remain unmarried for 
whatever purpose. There have been ascetics, rare exceptions, 
who professed to be happy unmarried, and that too without 
feeling any invincible temptation to evil-doing. Fancy a whole 
multitude of people stemming the growth of their own numbers 
by an act of will, pure reason, without any evil-doing ! 

R. I agree they will not, and I think it proves that there 
will always be a flood of numbers advancing against your Perfect 
State. In the matter of instinct and passion, humanity, to my 
mind, is not perfectible, and never will be. 

D. Perfectibility versus Population! Reconcile the two for 
me and you will be my Great Apollo. 

R. I make no promises, Sir. It is a hard problem. 

D. Think it over, not once or twice. By all means write it down 
for me your solution, or else your argument that there can be none. 

R. Youare overrating my powers. Remember what happened 
to my “ Crisis.”’ 

D. You will do better this time, Bob. You seem at home in 
such subjects. I don’t wonder that they are more to your mind, 
though they are not much more to mine, than the ins and outs 
of Government, ‘‘ what the Pitt intends and what the Fox.” 
So pray go on. 

R. I am quite willing to try, Sir, I am really anxious to 
know on which side the truth lies. 

D. Good boy. I look forward with great expectations to 
your Essay on Population. The manuscript shall be printed this 
time, by hook or by crook, Debrett and his like notwithstanding. 
Take your own time; but do not let your modesty make it a long 
time. This “ crisis ’”’ affects the whole world of men, not the one 
nation of England like your “ Crisis.” 

R. ‘Crisis’ indeed. In the words of your Shakespeare, ‘‘ I 
have forgot that name and that name’s woe,” having a bigger 
thing to think of in my Essay on Population. Shall we give it 
that name ? 

D. Yes, but connect it with the Future Improvement of 
Society. Titles ought not to make books differ from books with 
the Public, any more than men from men in Society; yet we 
know they matter in both, as the world goes now. We must bow 
to custom without much respecting it in either case. 


R. You shall be obeyed, Sir, to the letter! 
JAMES BoNAR 
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THE PROBLEM OF MANAGEMENT AND THE SIZE OF FIRMS 


A Reply 

1. In the June issue of the Economic JournaAu Mr. E. A. G. 
Robinson has criticised the belief in the efficiency of large-scale 
production put forward in my Logic of Industrial Organisation. 
His case rests on the difficulty of co-ordinating a large organ- 
isation, and he is right in singling out this factor. This reply is, 
accordingly, written in the hope that we may arrive at a 
substantial measure of agreement. 

Before agreement can be reached, however, we must stop 
arguing at cross-purposes. At present we are not using words 
in the same sense, and I must begin by repeating the distinctions 
made at the outset in my Logic, which Mr. Robinson has to some 
extent ignored. I used the phrase large-scale production to refer 
to the large-scale production of any one commodity (or service), 
_ the phrase large-scale organisation to refer to_large-scale firms 
or plants, and the phrase large-scale operation to refer to large- 
scale production of any one commodity (or service) within one 
firm or plant. These words may be ill-chosen and confusing, but 
I would beg economists somehow or other to get the different 
classes of fact referred to separated out in their minds, for such 
separation is essential to a realistic grasp of industrial organ- 
isation. Since single letters rather than whole words are now in 
fashion—and certainly help to stress the fact that something in 
particular is being talked about—I suggest P for the scale of 
production of any one commodity, O for the scale organisation, 
and OP for their combination in the scale of production of any 
one commodity within any one organisation. 

Now the belief I put forward was not a belief in the efficiency 
of large organisations (O) for their own sakes, but, to repeat the 
very passage quoted by Mr. Robinson, a belief in the efficiency 
of “large-scale production, especially when conducted in large- 
scale firms and plants.” It is a belief, in short, in the efficiency 
of a large P or OP. 

The arguments with which I supported this belief were based 
on the economy of bulk transactions, of massed reserves, and of 
exactly balancing the output of a multitude of indivisible special- 
ists and specialised equipments. These economies are in general 
less easy to attain where in any given size of organisation there is 
variety either of materials, products, processes, or services (7.e. 
converging, diverging, vertical or diagonal integration). 

Admittedly where large-scale production of any one com- 
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modity or service (P) is possible, large-scale operation (OP) is 
likely to imply large-scale organisation (O); but we must beware 
of thinking only in terms of plants to the exclusion of firms or 
combinations of firms. When, for instance, Mr. Robinson expects 
“firms to locate themselves in such a way that transport costs 
were at a minimum,” I presume he is thinking of plants. Now 
my belief is not necessarily restricted to the efficiency of large- 
scale production within a single plant, but extends to the efficiency 
of large-scale production within a firm, including under firm 
industrial combinations. The O in OP refers to a factual 
administrative unit of organisation, not a localised set of buildings 
or a legal conception of the limits of a firm. 

2. Using this box of somewhat sharper-edged tools, Mr. 
Robinson and I can approach nearer to an agreement. On the 
one hand, I admit, by definition, that some organisations may be 
at maximum possible efficiency though relatively small, because 
the total aggregate production of the commodity is small. A 
firm making all the Shredded Wheat or Mars Bars that are 
demanded can only enlarge by making something else besides, 
and this would not be increasing its scale of operation (OP), 
and therefore in my view not necessarily increasing its efficiency. 
On the other hand, since Mr. Robinson has pointed out that the 
extent to which co-ordination will be necessary will depend on 
the number and type of decisions to be made and on the know- 
ledge necessary to make them, he will agree that co-ordination 
becomes easier when, with any given size of organisation, fewer 
kinds of commodities are produced. There is no longer required 
the troublesome co-ordination between departments producing 
different articles with different techniques for different markets 
or with different materials. The head manager has no longer 
got to know something about so many branches and ramifications 
of the business or to make so many decisions per unit of pro- 
duction. We should, in short, both agree as to the advantages 
of disintegration. 

If Mr. Robinson and I can make our theory agree to this 
extent, we can probably also agree as to the statistics necessary 
to check up on theory. The figures of size of firms quoted in 
Mr. Robinson’s article from the 1930 Census of Production are 
not necessarily “‘ in conflict with theory as represented by Professor 
Florence’s logical organisation,’ as Mr. Robinson supposed, for 
the reason that these figures deal primarily with scale of organ- 
isation (O), not scales of operation (OP), and, moreover, while 
indecisive as to whether the organisation concerned is the plant 
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or the firm, certainly do not give the size of combinations. The 
statistics my theory actually require are the number of men 
engaged in any one branch of production (not a whole industry 
that includes many branches) who are employed in each unit of 
administrative control (not just a technical plant or legal firm). 
The census of any one year will in any case not be very significant ; 
but by comparing censuses of different years that stick to the same 
classification of branches of production, a general trend in sizes of 
operation might be established, which could be interpreted as a 
trend towards greater efficiency. 

The figures at present available in censuses of production are 
at least twice removed from my theory. They might show size of 
plants or firms decreasing when in fact plants and firms were 
being combined; and they might show sizes decreasing because 
within the categories of industries that were used for tabulation, 
specialisation of organisation was taking place. Thus within 
the category of the clothing industry, organisations (plants, 
firms or combines) might be gradually specialising on various 
sorts of garments (overalls, mackintoshes, corsets, undergarments, 
millinery, artificial flowers, swim-suits, or men and women’s 
apparel respectively), and thus reducing their scale of organ- 
isation (O); but yet their scale of operation on any one of these 
lines (OP) would be increasing, in accordance with my theory of 
efficiency. In their censuses of production some countries, 
notably Austria, France, Italy and the United States, trace the 
size specifically of plants; others, notably Germany, trace the 
size specifically of firms.1 With the exception of rather half- 
hearted attempts in the United States, no country has tried to 
measure changes in size of combinations, though there has, of 
course, been plenty of talk about their growth. A great improve- 
ment in the British Census has taken place, but yet more detailed 
analysis of sorts of industry and sorts of organisation is certainly 
required. 

3. My interpretation of the discrepancy between theoretically 
optimum size and actual size by no means excludes what Mr. 
Robinson calls the Biological and the Imperfect Competition (and 
transport and communication cost) Solutions. But it is with the 
view attributed to me in particular that the small firm exists 
mainly owing to “avoidable incompetence ” that Mr. Robinson 
joins the main issue. 


1 For a useful review of results in some twenty countries and their official 
definition of the sort of organisation they are measuring, see International Labour 
Review, June 1933. 
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Certainly there is some incompetence. As well as incom- 
petence in the accepted sense of managing a given set of transac- 
tions inefficiently, there is incompetence in not controlling 
changes in the sorts of transactions engaged in. Thus a manager 
may fail to increase his scale of operation (OP) because he favours 
integration, and insists on increasing his scale of organisation (0) 
by producing a lot of commodities each on a small scale (pp). 
But mere incompetence and lack of capacity is not in my view 
the chief factor in illogical organisation. 

I stressed in my Logic of Industrial Organisation the lack of 
incentive and the lack of effective selection of managers. A 
chapter was devoted to the analysis of types of entrepreneurs 
and administrators, in which I suggested that many English 
business men, who may be perfectly competent, did not desire 
to extend their operations, being quite content to enjoy a given 
salary or profit per year. They were not out to maximise incomes 
but, as reasonable persons, to maximise their own happiness, 
which would include leisure and power to enjoy it, and would also 
include enjoyment of independence. Considering the number of 
old-established hereditary businesses and the displacement of 
profit by a fixed salary as the incentive to manage joint stock 
companies, these non-expansive types of will may often be fairly 
representative of a whole industry. A further chapter was 
devoted to the selection and education of business administrators. 
Here I suggested that promising material was lost by the wayside 
on account of poverty, or of attraction to other careers of greater 
prestige. All these are avoidable causes to which Mr. Robinson 
has not attached enough weight. Operations would be on a 
much larger scale if those in control were more willing to enlarge 
and better selected for the purpose. It is not necessary, as Mr. 
Robinson suggests, that there should be an “improvement of 
the qualities of human beings as we know them,” but merely that 
greater use should be made of available human quality and that 
new types of incentives be applied. 

4. Let us suppose, however, that the most able and willing 
personnel were in fact selected to manage and control the transac- 
tion of plants, firms and combines. The scale of operation (OP) 
will still, I believe, fall short of the optimum scale on account of 
avoidable defects in the mechanism of organisation. 

The last word has certainly not been said on methods of 
delegating powers to subordinates, and even if it had been said, 
a long time would elapse before the best methods were actually | 
adopted by the bulk of industrial organisations. The paramount 
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difficulty, as Mr. Robinson rightly points out, is the delegation 
of the function of co-ordination. Intermediate co-ordinating 
links can, we agree, be interposed between the general manager 
and the foreman, and we may agree that at each remove up the 
scale the higher ranks become more remote from the detail of a 
problem and from the effects of their particular solution. Yet, 
proceeds Mr. Robinson, in almost every instance ‘“‘ knowledge of 
the detail of a problem is an essential condition of its solution ” 
and co-ordination can seldom be effectively achieved “ without 
knowledge of the internal effects on the units co-ordinated of the 
methods of co-ordination adopted.”’ 

Here Mr. Robinson has created his own difficulty by identi- 
fying the necessary co-ordination of subordinates when a change 
of policy is decided, with the actual making of that decision. In 
this he follows Mr. Kaldor, who makes management consist 
merely in supervision and co-ordination. He actually goes so far 
as to attribute the entire increase of 60 per cent. in administrative, 
technical and clerical staff as against the 10 per cent. increase in 
operative workers between 1907 and 1924, to the increased need 
for co-ordination. Much of this additional staff would not be for 
purposes of co-ordination at all, but would be due to the sub- 
stitution of paid managers for entrepreneurs, or due to additional 
specialists in research, planning, or statistical control, such as 
cost-accounting, or due to supervision of additional machine 
processes. And in so far as additional co-ordinating staff takes 
the place of conferences and committees involving highly paid 
executives, the addition might actually reduce co-ordination costs. 

On the whole, this increase in staff is an indication of the 
increased efficiency obtained by specialised brain-work, and 
much of this specialisation has consisted in splitting up the 
functions of management. Mr. Robinson and Mr. Kaldor appear 
to deny the possibility of this specialisation. When they speak 
of co-ordination, which they identify with management generally, 
as being exercised by a group, they seem exclusively to visualise 
a body of persons, such as a Board of Directors or Cabinet, meeting 
at one time and place and jointly responsible for all decisions. 
But apart from co-ordination in the strict sense, management 
functions, as analysed by writers on the political science of 
industry, do not require this collective “‘ mustering.”’ 

Fayol,! for instance, distinguishes five elements :—planning, 
organisation, command, co-ordination and control, quite apart 
from mere supervision. Many a firm has a separate control 


1 Industrial and General Administration, International Management Institute. 
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office to see “ that everything is being carried out in accordance 
with the plan that has been adopted and the orders which have 
been given,” and many a firm employs specialist organisers to 
see that it is provided “ with everything useful for its running ; 
with materials, plant, capital and staff.”” Nor is co-ordination 
necessarily to be identified with planning and command. Mr. 
Robinson and Mr. Kaldor both speak of co-ordination and 
adaptation or adjustment to circumstances as though it were 
necessarily carried on by the same person. If, in adapting 
policy to a change in demand, A decides upon the plan of curtailing 
output of one product by 10 per cent., cannot he tell B, or even 
leave it to B to see, that the necessary co-ordinations be made 
all along the line; for instance, that less material be bought and 
fewer men employed? B must, of course, get in touch with the 
labour manager and the purchasing department to work out the 
precise amount and sorts of reduction to make, but in all proba- 
bility A will not need to be troubled further. In the army the 
activities of B are known as staff-work, and undoubtedly the 
head of a business firm could enormously enlarge his scope if he 
adopted the general-staff system. 

The co-ordinating possibilities of a general staff within indus- 
trial organisations were clearly brought out in a paper read by 
Mr. L. Urwick before the British Association last year. He 
distinguishes these general staff functions sharply from those of 
the specialist staffs whose functions are advisory rather than 
executive. In confining the “‘ essential purposes of the staff” to 
provision “‘ for the upward passage ” of knowledge Mr. Robinson 
is missing an important device for relieving the man who decides 
the degree and methods of adaptation from the work of co- 
ordinating the details. Of course the economist may assume for 
his own purposes the absence of a general staff, just as Mr. Kaldor 
argues on the assumption of a given state of technical devices such 
as systems of accounting. But this would beg the question as 
to whether the limits to the size of organisations were really 
unavoidable. 

Finally, since to co-ordinate is a transitive verb, I would ask 
those who insist that co-ordination is indivisible to be more 
explicit as to what powers are thought of as being co-ordinated. 
If the highest administrative, appointing, and constitutional 
powers in a firm are being referred to, who is the Indivisible 
Chief Co-ordinator in the ordinary joint stock company large 
or small? At present there obviously seems to be a division 
of labour between the promoters, the chief shareholders usually 
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represented by the Directors, and the General Manager. Yet the 
joint stock company procedure continues to displace the single 


entrepreneur ! 
P. SARGANT FLORENCE 


STABILISATION OF THE FRANC AND FRENCH FOREIGN TRADE— 
A COMMENT 


In the September issue of the Economic JouRNAL M. Philippe 
Schwob introduces his note on this subject by attributing to me 
the view that ‘the French Stabilisation brought unexpected 
consequences, quite contrary to classical economics, that is to 
say, an increase of exports and a decrease of imports ” (p. 509). 
And he quotes a passage from my Art of Central Banking, in which 
I said that in the years 1927-8, owing to the scarcity of currency, 
‘* people spent less on importable and exportable goods. . . .” 

That what occurred was ‘“‘ unexpected ”’ or was “ quite con- 
trary to classical economics”’ is entirely M. Schwob’s view, not 
mine. Moreover, what I wrote was that people spent less on 
importable and exportable goods ‘‘ and on external investment.” 
He omits these concluding words, and proceeds to interpret the 
passage quoted as referring only to visible imports and exports. 
It ought to have been obvious, even without the reference to 
external investment, that invisible imports and exports must be 
included. 

Thus M. Schwob’s note is not really very relevant to what I 
wrote. And on its merits his argument seems to me of doubtful 
validity. It may well be that, when a currency has become very 
unstable, calculations of the balance of trade from the annual 
foreign trade returns are unreliable, and that calculations based 
on the gold value computed month by month are nearer the truth. 
But these latter will still be subject to considerable error, both 
because some debits and credits will continue to be made in the 
unstable currency, and also because the date at which a bargain 
is made and put through the foreign exchange market is likely 
to be separated by a considerable interval from the month in 
which the movement of the goods to which the bargain relates is 
actually recorded in the foreign trade returns. 

But when it comes to comparing not the currency value or 
the gold value of the monthly imports and exports, but their 
“volume ’”’ as deduced from a wholesale index number, the 


result ceases to have any bearing upon the balance of trade or 
No. 176.—vo.. Xtiv. 3B 
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balance of payments, since these are balances of pecuniary 
obligations. If it has any significance at all it is in relation to the 
terms of trade, a totally different conception. 

R. G. HawTREY 


OBITUARY 
E. G. PEAKE 


EDWARD GoRDON PEAKE was born in 1876 and educated at 
Oakham and Clare College, Cambridge, where he obtained a first 
in natural science. He was reading law for the Bar or the 1.C.S. 
when, in 1899, he was invited to become a brewer in Guinness’s 
Brewery. This offér was accepted, and the rest of his life was 
spent in Dublin in the service of that great firm of brewers. In 
the fifteen years before the War he was engaged on brewing and 
malting work, and during this period he showed his inclination 
towards utilising statistical methods for the solution of practical 
problems. During the War he served in the Army, became a major 
in the Royal Engineers, was awarded the O.B.E., and was men- 
tioned in despatches. On his return he was placed in charge of 
the manufacture, filling and delivery of casks, and became an 
expert in connection with traffic management. 

In spite of his active and arduous business career, Peake never 
lost his interest in academic or scientific affairs. He continued 
his legal studies, was called to the Bar in 1907, and took his LL.B. 
degree in Cambridge. His interest in pure science was demon- 
strated by a testamentary provision for biochemical research. 
But his main preoccupation in later years was with financial 
problems, to which he devoted most of his spare time. In 1923 
he published An Academic Study of some Money Market and Other 
Statistics, which was an attempt, on original lines, to estimate 
coefficients of correlation between different short-money rates, 
foreign exchange rates and price index-numbers. This work, 
which was welcomed in the Economic JouRNAL by Dr. Bowley 
as “‘ an interesting attempt to test some of the theories of political 
economy by statistical records,’ was republished in 1926 in a 
second edition which contained additional chapters on the prices 
of commodities and a series of charts showing commodity price 
movements graphically. He also contributed occasional articles 
to the Bankers’ Magazine. 

Peake’s interest in economics extended to economists, whom 
he liked to have as friends. He was an intimate acquaintance 
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of F. Y. Edgeworth, who spent many of his vacations in Dublin, 
and was the friend of many Irish economists, statisticians and 
bankers. Possessed of a singular capacity for social life, and of a 
most generous and hospitable disposition, he was the means of 
bringing together in his bachelor establishment many people, both 
residents in Dublin and visitors from elsewhere, who would not 
otherwise have met, and he possessed the perfect host’s capacity 
of making each of his guests display himself to the best advantage. 
Peake’s dinner-parties were always sparkling and many of them 
were memorable, and it is at the head of his table, happy in the 
radiance of his own hospitality, that his friends will recall him in 


the retrospect of memory. 
GEORGE O’BRIEN 


CURRENT TOPICS 


New arrangements have now been made by which the London 
and Cambridge Economic Service Memoranda will be sent out 
to members of the Royal Economic Society at the same time as 
the JoURNALS, and not at intermediate dates as previously. 
The London and Cambridge Service have kindly agreed to bring 
their regular quarterly memoranda somewhat more up to date, 
so as to include the latest figures which are available at the date 
when they have to be printed off to accompany the quarterly 
issues of the Journat. Thus the Memoranda on Current 
Economic Conditions in this country will in future accompany 
the March, June, September and December Journats. In order 
that the annual Memorandum on Economic Conditions in Europe, 
etc., can go out at the same time as the annual issue of Economic 
History, Economic History will be issued in future in February 
instead of in January as heretofore. 

The special memoranda, which are circulated to members 
from time to time in addition to the above, will be forwarded 
with the next issue of the JouRNAL published after they are 
available. A Memorandum on “ Investment in Fixed Capital 
in Great Britain ” by Mr. Colin Clark is being circulated together 
with this issue of the JouRNAL. Special Memoranda, which 
are not circulated to members of the Royal Economic Society 
gratis, can be purchased by members from the London and 
Cambridge Economic Service at a price of 5s., as in the case 
of Mr. Benham’s Memorandum on J'he Iron and Steel Industry 
of Germany, France, Belgium, etc., reviewed above, p. 716. 
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The decennial Index of the Economic Journat for its fourth 
decade, 1921-30, is also circulated to members with this issue 
of the JouRNAL and can be purchased by others at a price of 
5s. The editors apologise for the delay in the preparation of 
this Index, which should have been in the hands of members 
some little time ago. 

At the end of the current decade the Society will have com- 
pleted fifty years of its existence. The Council have decided to 
mark this event by preparing and issuing to members a complete 
Index covering the whole of the first fifty volumes of the Economic 
JournaL. This Index will be more elaborate than the decennial 
Index, since it will include a full subject index in addition to the 
other classifications which have appeared in the decennial Indexes. 


Misprint.—In the Economic JournaL, June 1934, p. 349, 
for “Swaggering State of the Scots Statesmen ”’ read “Staggering 
State.” 


THE next Annual Conference of the Association of University 
Teachers of Economics will be held at Cardiff during the week- 
end 4th-7th January, 1935, when the programme will include 
discussions on ‘“‘ The Interpretation of Banking Statistics” (to 
be opened by Mr. F. W. Paish) and “ The Present Position of 
Monopoly Theory” (to be opened by Mr. J. R. Hicks). Pro- 
fessor Meredith has also promised to contribute a paper, and in 
addition it is hoped to arrange for a discussion on British Agri- 
cultural Marketing Schemes. Full particulars of the Conference 
should reach members of the Association by the beginning of 
December. Non-members who are engaged in University teach- 
ing of Economics or kindred subjects are invited to apply to the 
Hon. Secretary, Mr. Stanley Parris, University College, Cardiff. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part III, 1934. India’s Trade and Industrial Statistics : Past, Present, 
and Future. Str H. A. F. Linpsay. Methods used in different 
Countries for estimating National Income. Sir J. C. STAMP. 
Centenary of the Royal Statistical Society. 


Economica. 


Avavust, 1934. Capital, Time and the Interest Rate. F. H. KNicut. 
The Expansion of Credit in an Advancing Community. R. F. 
Harrop. Bricks: a Trade Index, 1785-1849. H. A. SHANNON. 
The Diagrammatical Representation of Demand Comma in 
International Trade. A. P. LERNER. 


Review of Economic Studies. 


JuNE, 1934. The Concept of Monopoly and the Measurement of 
Monopoly Power. A. P. Lerner. The Interpretation of Subjec- 
tive Value Theory in the Writings of the Austrian Economists. 
A. R. Swrerzy. A Contribution to the Theory of Price Fluctua- 
tions. J. B. S. Hatpane. The Working of the Pre-War Gold 
Standard. C. H. Waker. The German Method of Combined 
Debt Liquidation and Export Stimulation. H. K. Heuser. The 
Determinateness of the Utility Function. O. Lanes. The Con- 
cept of Arc Elasticity of Demand. R. G. D. Aten, A. P. 
LERNER. Suggestions for Constructing a Model of a Production 
Function. O. L. 

OctoBER, 1934. The Glasgow Building Industry. A. K. CatRNoRoss. 
Taxation and Production. Ursuta K. Wess. A Note on the 
Elasticity of Supply. J. R. Hicks. Fluctuations in Capital and 
the Demand for Money. S. P. Cuampers. Economic Theory and 
Socialist Economy. A. P. Lerner. Advertising Costs and Equi- 
librium. H. Smiru. Notes on the Determinateness of the Utility 
Function. E. H. Brown, H. BernarpE i, O. LANGE. 


Transactions of the Manchester Statistical Society. 


Szssion 1930-31. Recent Changes in the Overseas Trade of the United 
Kingdom. G. W. Dantets. Some Problems of the Manchester 
Merchant after the Napoleonic Wars. A. Reprorp. French 
Monetary Policy. R. G. Hawtrey. The World’s Oil Industry, 
1920-30. C. CooKE. 

Session 1931-32. The National Electricity Scheme. W. WALKER. 
“The Citizen’s Purse.” W.H.Coartss. A Statistical Study of 
the Economics of Large-scale Production. J. Jewkes. The Future 
of the Gold Standard. T.E.Grecory. The Financing of Indus- 
trial Enterprise. H. Cuay. 
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International Labour Review. 


JuLy, 1934. Economic Depression and its Causes. MENTOR BouNIA- 
TIAN. Unemployment Relief in Australia. F.A.Buianp. Recent 
Advances in Labour Legislation in Latin America (1928-34). M. 
The Belgian Family Budget Enquiry of 

Aucust, 1934. The Problem of the Depressed Areas in Great Britain. 
E. D. McCuttum. Measures to Combat the Depression and Unem- 
ployment in Poland. J. Rosner. The Social, Economic and Legal 
Conditions of Domestic Servants. Erna Macnus. The Working 
of Social Insurance in Denmark. 


The South African Journal of Economics. 


SEPTEMBER, 1934. The Upward Turn. C. W. Pearsatu. Safety for 
Savings. E.H.D. Arnpt. Poor Law Legislation. SHEILA VAN 
DER Horst. Demographic Samples in the Study of Backward and 
Primitive Populations. H. SoNNABEND. Some Comments on 
Price and Marketing Control in South African Agriculture. H. 
FRANKEL. 


Quarterly Journal of Economics. 


Aveust, 1934. Joint and Overhead Cost and Railway Rate Policy. 
D. H. Wattace. Resale Price Maintenance in Great Britain. 
E.T.GretTHer. The Application of the Pure Theory of Population 
Change to the Theory of Capital. K.E. Boutpine. Time Series 
and the Derivation of Demand and Supply Curves : a study of Coffee 
and Tea, 1850-1930. Ginpoy. British and American 
Exchange Policies : 11. The American Experience. S. E. Harris. 


The American Economic Review. 


SEPTEMBER, 1934. Commodity Prices versus General Price Level. C. 
Snyper. LHachange Rates, Foreign Trade, and Price Level. F.D. 
and C. R. Wuirttesey. Elasticity of Supply. H. J. 
BirrEeRMAN. Suspension of Gold Standard in Raw Material 
Exporting Countries. L.Smitu. Collective Bargaining in Foundry 
Industry. R.S. BAuDER. 


Journal of Political Economy. 


Aveust, 1934. General Over-production: a study of Say’s Law of 
Markets. H. Netsser. Emergency Employment in Theory and 
Practice. R. A. Luster. The Growth of Trade to 1913. J. T. 
Painney. The Insurance of Bank Deposits. J. TaccartT and 
— Jennines. Price Fluctuations and the Gold Supply. R.S. 

CKER. 


The Annals of the American Academy of Political and Social 
Science. 


SEPTEMBER, 1934. The Shadow of War: an evaluation of current 
political and economic factors making for and against war, with 
additional papers presented before the Pacific South-west Academy. 
Edited by L. Dopson. 


1934] RECENT PERIODICALS AND NEW BOOKS 735 


Wheat Studies (Stanford, California). 


JUNE-JULY, 1934. Decline and Recovery of Wheat Prices in the ’Nine- 
ties. Prior to 1930 the lowest wheat prices recorded in Great 
Britain were in the crop year 1894-5. The downward price 
movement of 1891-5 was associated with emergence of a world 
wheat surplus. This was almost wholly due to Nature, and was 
not aggravated by governmental measures. Thus price decline 
was general throughout Europe. Recovery came mainly from 
reduction of stocks to about normal level by August 1897, with 
prospects of a short crop. This reduction was due partly to the 
influence of Nature in cutting production, partly to growth of 
world consumption. The carry-overs of 1933-4 are roughly twice 
as large in relation to consumption as the maximum carry-over 
of the ’nineties. 

Avaust, 1934. Pacific North-West Wheat Problems and _ the 
Export Subsidy. 

SEPTEMBER, 1934. World Wheat Survey and Outlook, September 1934. 
Severe drought has made the world crop the smallest since 1924. 
Supplies are nevertheless adequate because of the huge stocks. 
Wheat prices have already responded to the changed supply, but 
are still low as compared with pre-depression years. A large 
reduction of stocks is likely, which will probably halve the present 
world surplus. The prospective volume of international trade in 
wheat is about 600 million bushels. Exports will be furnished 
largely by Canada, Australia and Argentina. 


Revue d’Economie Politique. 


May-JuNnE, 1934. Avant-propos. CHARLES Rist. Finances. J. 
DesstriER, etc. Production. H. LAUFENBURGER, etc. Com- 
merce et Transports. M. OLIVIER, etc. Questions Sociales. R. 
PICARD, etc. 

Juty—-Avuaust, 1934. De Unité de Valeur. L. Watras and H. 
Laurent. L’élasticité de la demande. R. Roy. La Crise de la 
Banque Belge du travail. Les emprunts des collectivités locales et 
les récentes interventions de V’Etat pour les favoriser. P.-B. 
Vierrux. La Théorie Quantitative de las monnaie au XVI siécle. 
J.-Y. Lz BRANcHU. 


Journal des Economistes. 


JuLY, 1934. Ow en est l Héritage de 1933 a la fin du premier semestre de 
1934% Epovarp PayEen. Vers la solution du probléme des dettes 
extérieures. Exemér Hantos. La Construction Navale. R. J. 
Prmrre. Revue de l’Académie des Sciences morales et politiques. 
OLIVIER PicHOT. 


Weltwirtschaftliches Archiv. 


SEPTEMBER, 1934. Weltwirtschaftliches Archiv. A. PReDOHL. The 
question is discussed whether there will be the same need in the 
future for the Weltwirtschaftliches Archiv, in view of present 
tendencies towards economic nationalism, and consequent reduc- 
tion in international trade. Since no State can be completely 
isolationist, a new world economic system will be evolved, and it 
will be the task of the paper to survey the changes and estimate 
the forces leading to its formation. Arten und Erscheinungs- 
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formen von Kosten und Ertrdégen. A.B. Wo.rs. A broad survey 


of the theory of costs and returns in which the distinction is made 
between costs at a given time and over a period of time, the costs 
to the individual and to different firms, and between technological 
and business costs. Die englischen Wdahrungsexperimente der 
Nachkriegszeit. O.Emmincer. A critical survey of the stabilisa- 
tion of the £ and its effects. The hope that fall in the value of 
gold would justify the high parity was not fulfilled and the con- 
tinued rise in gold led to the collapse of the £ in 1931. Die allge- 
meneinen Lehren des Faschismus und die Korporative Wirtschaft. 
L. GANcEMI. Continuation of article on the nature and problems 
of co-operative economy. Its structure, relations with Capitalism, 
public finance and economic theory, the characteristics and essence 
of Fascist economic outlook. Das neue Sibirien als panasiatisches 
Problem. B.Iscupoutpin. The U.S.S.R. has been for some time 
endeavouring to provide economic basis for its Marxist creed, in 
Soviet Siberia, and is now actively engaged in systematically 
furthering the economic and political development of Northern 
Asia by extensive propaganda and friendly commercial relations 
with Far Eastern Powers. The Panasiatic movement is becom- 
ing nationalist rather than bolshevist, and the future of Asia 
depends upon understanding between the Japanese and Anglo- 
Saxons. 


Zeitschrift fiir Nationalékonomie. 


SEPTEMBER, 1934. The Moment of Time in the Theory of Value. O. 


MorGENSTERN. The individual has to reconcile differing periods 
ofincome and of expenditure. The author analyses a phenomenon, 
which he calls “ predisposing,’ which arises from the non-com- 
pensation of present expectations of future wants and future 
income. New light is thrown on the approved under-estimation 
offuture wants. Itis proved that in the case of durable consumer’s 
goods, the temporal succession of acts of choice does not explain 
their order of importance. The Moment of Uncertainty in the Theory 
of Value. K.MenceEr. Starting from the ‘‘ Paradox of Peters- 
burg,” the author distinguishes between mathematical expecta- 
tion and the stake that a reasonable man would risk. He analyses 

human behaviour in the face of chance. Examining the valua- ~ 
tion of uncertainty, he attempts to complete the theory of marginal 
utility which describes regularities in the valuation of certainty. 
Functions of Demand for Goods of Correlative Utility. R. G. D. 
AutEN. The definition of the way in which commodities are 
related in an individual’s scale of preferences is the great weakness 
of Pareto’s theory of value. A more logical definition of com- 
plementary and competitive commodities is put forward here. 
The case where only two out of the whole set of consumer’s com- 
modities have interrelated utilities is then examined. The new 
definition of complementarity proves of service in tracing the 
effect of price and income changes on the demands of the indi- 
vidual for various commodities. In particular, it is found possible 
to include in the general theory of value the case, noted by Giffen 
and Marshall, where demand increases with increasing prices. 
The Economic Theory of Planned Economy. H. ZasSENHAUS. 
The author sets out to show that there is a pure theory of a planned 
economy analogous to the equilibrium theory of an unplanned 
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economy. Economic Productivity and Economic Total-Utility. 
O. von Merine. The author shows that sometimes the idea of 
the total utility is indispensable for an exact valuation of 
economic measures which are not to be justified from the stand- 
point of their influence on the real income of a nation. 


Schmollers Jahrbuch. 


JUNE, 1934. Preisbildung und Preispolitik unter Beriicksichtigung der 
geographischen Verteilung von Erzeugern und Verbrauchern. E. 
ScHNEIDER. Schneider considers the case of an otherwise perfect 
market where producers and consumers are separated in space 
from one another. The influence of transport costs on prices (not 
on location) and the stability of the resulting equilibrium is con- 
sidered. The general case of n production centres and m con- 
sumption centres is preceded by the special cases when there is 
only one production centre and/or one consumption centre. The 
paper is to be continued. Volkswirtschaftliches Interesse, Gesam- 
tinteresse und Gemeinwohl. R. WiLBRANDT. Zur Reform der 
Wohnungsmiete. G. Prost. The desirability of abolishing the 
still remaining rent restriction as soon as possible is commonly 
accepted. But the supply of housing room being still inadequate 
a reform of tenancy is unavoidable. The article gives a detailed 
account of the points where the present regulations are insufficient. 
Staat und Kirche in universalen Zusammenhingen. J. HASHAGEN. 
Gemeinwirtschaft und Gemeinschaft. F. TONNIES. A reply to 
critical remarks of Ritschl. The point concerned is mainly the 
relative significance of rational and irrational factors to the 
present social and economic structure. 

Aveust, 1934. Der Begriff der Volkswirtschaft und das System der 
Volkswirtschaftslehre. R.STRELLER. Holds that economic theory 
ought to form the framework to the descriptive branches of 
economic science, that it ought therefore to deal with causal 
relationships and that functional static theory is insufficient. Die 
Begriffsbildung im wirtschaftlichen und sozialen Leben des deutschen 
Mittelalters. B. Kuske. Die monetdre Beeinflussung des Wirt- 
schaftsablaufes und thre geldmarktbedingte Problematik. H. H. 
HouLFELD. Because of the highly complicated character of the 
present credit system the power of banking action to lead industry 
is rather limited. Die Agrarpolitik Roosevelts. R. FREUND. 
Englands gewerbliche Zukunft. O. Wisxotr. The failure of 
English neo-liberalism, the manifest of which is ‘‘ Britain’s Indus- 
trial Future,” is attributed to the shortcomings of its repre- 
sentants (‘urban intellectualism”’), who are very clever in 
changing tactics but are unable to change their minds. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


Aveust, 1934. ‘‘ Kapital” und “ Warten.” H. Scunemper. The 
“technical” and the “‘ earning ” conceptions of capital are con- 
trasted as fundamentally different. The “‘ technical ’’ conception 
is unworkable. Die Belastung der Bauern in Mitteldeutschland mit 
Frondiensten und Abgaben im 16.-18. Jahrhundert. F. Lurtar. 
Deutsche Industriepolitik, 1933. G. MackenrotH. A corpora- 
tive economy will be the ultimate outcome of the present cartel- 
lisation wave. 
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SEPTEMBER, 1934. Spontaneitdit als kapitalistisches Geschichtsprinzip. K. 


Mous. Adynamic theory of capitalism is badly needed to counter- 
balance the actual preponderance of equilibrium economics. A 
recent attempt to explain dynamically the origin, working and 
development of the capitalistic system is critically considered. 
Die Belastung der Bauern in Mitteldeutschland mit Frondiensten 
und Abgaben im 16.-18. Jahrhundert. F. Lustcs. Falsche 
Deutung Thiinenscher Begriffe und die sich daraus ergebenden 
Konsequenzen fiir die Rekonstruktion der Lohnformel. W.BRAEUER. 
The critics of Thiinen’s wage formula ap misunderstand his 
conceptions and reasoning. In particular they failed to recognise 
that ap is the formula for a special case, namely, when it would 
take the wage-earners one year to establish themselves as pos- 
sessors of freehold estates. Zur sozialen Neuordnung in Deutsch- 
land. G. AtBrEecHT. The article gives a survey of the origin, 
structure and task of the “German Labour Front ” and of the 
contents and significance of the ‘‘ Law for the Protection of 
National Labour.” Both the Labour Front and the Law are not 
the result of corporative principles, but of the National-Socialist 
principles of totality and authority. 


OctToBER, 1934. Preise und Produktion. C. Conrap. The thesis of 


Prof. Hayek that deficiency of capital caused by insufficient saving 
is at the bottom of the depression is wrong. Hayek confounds an 
increase in the roundaboutness of the productive process with 
an increase in the number of stages of production. A change to 
more productive methods does not necessarily involve an increase 
in the demand for working capital. The genuine cause of depres- 
sion is the rigidity of prices and incomes. Der “ Agrarzyklus”’ 
und sein Einfluss auf die landwirtschaftliche Preispolitik Deutsch- 
lands. L. DrescuEer. The object of the German “ fixed price 
policy ” for agricultural products should be to secure a stable 
income to the peasant. The fluctuations in the supply of agri- 
cultural products call for a sliding scale of prices. Sozialpolitik 
gegen Klassenwahn. A. GUENTHER. The article describes the 
subjugation of social policy to party purposes by the Marxists 
and its unchaining by National-Socialism in substituting the 
national and racial ideas for the class idea. Agrarpolitik im 
Deutschen Reich. C.v. DietzE. Wohnungswesen und Wohnungs- 
politik in Deutschland seit Januar 1933. B.ScaHwan. The two 
outstanding features of recent German housing policy are the 
change from urban tenement flats to quasi-rural settlements, and 
the subsidising of repairs and alterations to existing urban houses. 


Vierteljahrschrift fiir Sozial- und Wirtschaftsgeschichte. 


1934, Herr 2. Hin Weg zum Reich. Die Entstehung des Deutschen 


Zollvereins. E. Franz. The diplomatic negotiations preceding 
the foundation of the Zollverein of 1834 are traced, the merits of 
the Prussian and Bavarian Governments are stressed. Das 
amertkanische System der Nachkriegséra. M. SILBERSCHMIDT. 
Holds that the New Deal is the straight continuation of ‘‘ Welfare 
Capitalism ” in the prosperity years which was abandoned by 
Hoover when he got discouraged by the long duration of the 
depression. The New Deal may well be the final stage of trans- 
formation from a political democracy to an “ Industrial De- 
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mocracy.” Zur Entwicklung des Siedlungsrechtes im schleswig- 
holsteinischen Nordseegebiete. K. Harr. 


De Economist. 


May, 1934. Het probleem der winstdeeling. I. H. G. VicEVENO. 
The expectations based on profit-sharing have not been realised. 
At one time it was thought that it would solve the social problem. 
After a consideration of the place of profit-sharing in relation to 
the general theory of distribution, the chief arguments for profit- 
sharing are considered. The system is supported on the grounds 
of (a) justice, (b) industrial peace, and (c) the stimulus provided. 
That it corresponds to a demand of social justice is argued by 
some on theoretical grounds (Gruner is cited and criticised), by 
others on humanitarian and philanthropic grounds. On the second 
point, profit-sharing schemes can never guarantee an enduring 
peace, but at most a temporary compromise. The ultimate 
problem of wagesremains. Moreover, the effect is that the workers 
are interested, not in raising the general wage, but in the prosperity 
of the industrial unit to which they are attached. Workers are 
better served by combining with their fellows than by seeking a 
community of interest with the economically stronger undertakers, 
firm by firm. The stimulus idea is also inadequate : the individual 
contribution to prosperity is too small; the workers may be bound 
too long to the firm before the share in profits is distributed ; 
profit is dependent on too many other factors. The idea that 
profit-sharing, consequent on the stimulus which it applies, should 
“* pay itself” is in conflict with the original ideas. Het Indische 
fiscaal-economische winstsplitsingsprobleem en de laatste ontwerp- 
conventie van de fiscale commissie van den Volkenbond. A. E. C. 
Van SaaRtos. A comment and a criticism of the League of 
Nations’ “‘ Draft Convention on the allocation of profits,’ with 
special reference to the conditions of Holland and Dutch East 

ndia in the matter of double taxation. In particular, criticism 
is directed against the assumption in the report that “‘ permanent 
establishments ” in another country can be treated as, and 
regarded as, “independent enterprises.’ An enterprise operates 
as a whole and makes profit as a whole, and the parts cannot be 
regarded as operating independently of each other. 

JuNE, 1934. Het Hypotheekbankbedrijf in crisistijd. J.WiLKENS. A 
survey of the position and activities of the Dutch Hypotheeken- 
banken (Mortgage Banks), with comparisons with the situation 
in other countries. Het crisisverloop der Oost-Aziatische groot- 
handelsprijzen en kosten van levensonderhoud. D. J. HuLSHOFF 
Pot. Astudy of the variations in the cost of living in recent years 
in Eastern countries, arranged under : gold countries (Dutch India 
and Indo-China), formerly gold countries (Japan and British 
India) and silver (China). Het probleem der winstdeeling, II. 
H. G. Vicrveno. A continuation of the article in the previous 
number, discussing three further points. (a) Profit-sharing, to 
justify itself, must not merely increase the workers’ earnings at 
the time of the introduction of the scheme, but must do so per- 
manently. Reasons are adduced for doubting whether it satisfies 
this condition; the existence of a profit-sharing scheme may 
provide a reason for refusing an advance in wages later on. (0) 
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Profit-sharing means that, as between workers doing the same 
work, there is a difference of remuneration. The cessation of the 
additional payment may have disadvantageous results. If it is 
attempted to avoid this by compulsory investment of the share, 
the immediate stimulus will be diminished. (c) It is a common 
criticism that profit-sharing schemes do not provide for sharing 
losses; but this, it is argued, is not logically an element in profit- 
sharing schemes, which are designed to increase the workers’ 
reward. It would be otherwise in a scheme of copartnership. 
Methods of application of profit-sharing are considered. 


Giornale degli Economisti. 


Marca, 1934. Parallelo finanziario fra assicurazione privata e assicura- 
zione soziale. L’Italia e la regione danubiana. E. 
Hantos. I problemi del catasto. L. Franctosa. Tavola di 
fecondita dei matrimoni fur Italia (1930). G. Mortara. Nuovi 
dati sulla natalita in Italia. G.Morrara. La economia aziendale. 
G. Carano-Donvirto. 

ApriL, 1934. Su di un particolare effetto economico della pressione 
tributaria. C. Cosctant. An analysis, mainly on mathematical 
lines, of the conditions under which the imposition of a tax will 
increase or diminish the volume of work. La proprieta ecclesiastica 
in Italia e il medio ceto rurale nel primo Medio Evo. F. CaRtt. 
Per la ripresa dell’ esportazione. OECONOMICUS. 

May, 1934. Un principio teorico dell’ economia corporativa. G. U. 
Parr. A plea for the reduction of costs on rational lines as the 
most appropriate method of emerging from the economic crisis. 
Considerazioni criticke intorno ad alcuni coefficienti algebrici di 
maxima espansione creditizia. F.p1FeEnizio. A criticism of the 
formule devised by Phillips and extended by Angell and Ficek 
for expressing the maximum possible expansion of credit in the 
case of a single bank and of the banking system as a whole. The 
original work of Phillips in this field is commended, but it is con- 
tended that the further elaborations of Angell and Ficek have 
gone too far in seeking to obtain concrete results from the formulz 
of Phillips. 

JuNE, 1934. Declino del capitalismo e significato del corporativismo. 
A. Fanrant. Vecchie e nuove teorie relative alla spesa pubblica. 
J. Trvaronr. A summary, in a very compressed form, of the 
principal theories, held by writers on public finance, of the nature 
and justification of public expenditure. Ancora sul rapporto dei 
sessi net nati da concepimento antenuziale. D.pECasTRO. Further 
evidence from a number of states or districts, together with some 
tentative explanations, of the fact that the records of official 
statistics show a larger than normal proportion of males to females 
among children born less than six months after the date of 
matriage. 

Juty, 1934. La teoria economica e le corporazioni. B. FoA. The 
Corporative organisation of the Italian State has an important 
bearing on economic affairs through its constant endeavour to 
bring together the diverse interests which are engaged in pro- 
duction. It is not so much a form of State or controlled economy 
as of an influence or pressure exerted upon processes of production 
and consumption with a view to increasing the total of human 
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welfare. One aspect of this can be seen in a recent speech by 
Signor Mussolini, who declared that the economic problem of the 
Corporative State was “‘ How to give the greatest quantity of 
labour possible with the least fluctuation to the greatest possible 
number. of Italian workers.’’ The Corporative system seeks to 
bridge the gap between individual utilities and collective and 
national utilities. Le base teoriche dell’ economia corporativa. F. 
Vito. Il commercio italiano dei fiort freschi. A. Mortara. A 
a and general account of the Italian export trade in fresh 
owers. 

Avavust, 1934. La deflazione e Vinflazione negli Stati Uniti d’ America. 
A. W. Marcet. It is concluded that the threat to monetary 
stability is the real obstacle to a restoration of normal conditions 
in the American capital market. In general, the measures adopted 
under the National Industrial Recovery Act have been badly 
devised, and it is only the fact that there has been widespread 
evasion that has prevented the consequences from being more 
unfavourable than has actually been the case. Sulla scelta e sul 
contenuto economico dei sistemi giuridici dell’ ammortamento del 
debito pubblico. E. D’AtBERGo. The third of three articles, 
studying from different points of view the problem of the amortisa- 
tion of the public debt. Nuovi dati sulla natalita in.Italia. G. 
Mortara. 


La Riforma Sociale. 


Marcu-Aprin, 1934. La corporazione aperta. PRroressor L. 
discusses the question whether the corporations set up in Italy 
are likely to act in an exclusive and anti-social way similar to 
that of the early guilds or the close corporations against which 
Turgot protested before the French Revolution. He concludes 
that the modern corporations, being “open,” will not use their 
power to stifle invention, changes of technique or other forms of 
desirable competitive enterprise. JI problema delle esportazioni. 
E. Grrettr. La Banca d'Italia nel 1933. M. 
Il problema odierno della marina mercantile. M. Scutavone. A 
survey of the present problems of merchant shipping with special 
reference to the position of England. JI salario e Vimposta. A. 
Deni and L. Eryaupt. L’imposta di ricchezza mobile e le casse di 
G. Merto. Salvatore Pugliese e Francesco Ruffini. 

May-JuNE, 1934. Limiti e metodi nel controllo dei prezzi. V. PORRI. 
A brief article on price control contributed to the Riforma Sociale 
shortly before the death of the author. Prime linee di una teoria 
dei doppioni. L. Ernaupi. An analysis of the conditions under 
which an increase in the productive capacity of an industry may 
be regarded as an undesirable duplication of existing equipment. 
The conclusion is: “It appears, therefore, that the conception 
of duplication can legitimately boast of having acquired rights of 
citizenship in economic science, but that its value is mainly 
mythical. From this very ground its value is great, since men are 
governed more by myths than by reason.” Reddito, natalita, 
mortalita. A. Breaxia. Il bilancio dello stato negli anni della 
depressione mondiale. F.A.R&pact. Rivalutazione e svalutazione 
di “‘ azioni di societa commerciali’”’ e imposta di ricchezza mobile. 
V. S. Maneano. Cambi e titoli in valuta. M. MazzuccHELti. 
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Formazione e limiti del blocco della sterlina. F. Di Frntzio. A 
somewhat ironical account of the motives and manceuvres for the 
formation of a sterling bloc within the British Empire. The 
author draws attention to the fact that the constitutions of the 
Central Banks founded some years ago, such as the new Reichs- 
bank, sought to secure the maximum independence of the banks 
from the State, whereas the latest Central Banks of India, New 
Zealand and Canada are closely subjected to the authority of the 
State. ‘This is not a sign of scepticism towards practical and 
theoretical considerations which have been acknowledged for 
decades : it measures the distrust felt of London by nationalist 
elements; these prefer to increase in some measure the control 
of the public authority in order to counterbalance that which they 
dread more—the control of the Bank of England.” Superamento. 
L. Emavupi. V.Porri. P.Jannaccone, L. Girerti, L. 
M. De Bernarpi. II valore economico del libro del Rostovzev. 
Proressor L. EINAUDI pays a very commendatory but slightly 
critical tribute to the economic value of Professor Rostovzev’s 
Social and Economic History of the Roman Empire. 


La Riforma Sociale. 

Juty—Avaust, 1934. Gold Standard ed autasthia economica. PRo- 
FESSOR CABIATI examines the working of the gold standard after 
the War, with special reference to English conditions and con- 
cludes that the pre-war gold standard could not work in the post- 
war world. Prezzi in mercato corporativo. A. Brreatia. The 
essence of the Corporative system, as compared with either the 
individualist or the communist systems, is to be found in the fact 
that, while maintaining private property and private initiative, 
it seeks to restrict or suppress privileged incomes (incomes from 
monopoly or quasi-monopoly and ‘‘rents”). Jl New Deal 
rooseveltiano : in che consiste. V. Racca. Contrazione del saggio 
d’interesse e risparmio. G.SACERDOTE-JACHIA. 


Ekonomisk Tidskrift (Uppsala). 
1934, No. 3. Var inkomstskatts fértjdnster och brister. Davip 
Davipson. 
Index (Stockholm). 
SEPTEMBER, 1934. Economic Survey. The Swedish Clearing Agree- 
ment with Germany. S. Matz. Geneva as a Centre of Economic 
Information. A. LOVEDAY. 


NEW BOOKS 


British. 


ALLEN oF Hurtwoop (Lorp). Britain’s Political Future: a plea 
for liberty and leadership. Longmans, Green. 8}”. Pp. xiv + 192. 
6s. 

Bruck (W. F.). The Road to Planned Economy : capitalism and 
socialism in Germany’s development. Cardiff: University Press 
Board. London: Oxford University Press. 74”. Pp. xii + 148. 
38. 6d. 
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Canadian Political Science Association. Papers and Proceedings 
of the Sixth Annual Meeting. Vol. VI. 1934. Kingston, Ont.: The 
Jackson Press. 10”. Pp. 284. 

CHEGWIDDEN (T. S.) and Myrpprin-Evans (G.). The Employ- 
ment Exchange Service of Great Britain. Macmillan. 93”. Pp. 
xiv + 310. 14s. 

CoE (G. D. H.). Some Relations between Political and Economic 
Theory. Macmillan. 84”. Pp. vii+ 92. 4s. 6d. 

CuTTLE (G.). The Legacy of the Rural Guardians: a study of con- 
ditions in Mid-Essex. Cambridge: Heffer. 83”. Pp. viii + 384. 
15s. 

Davison (R. C.). The New Unemployment Act Popularly 
Explained. Longmans, Green & Co. 84”. Pp. 32. 9d. (paper). 

Dawson (C. A.) and Murcuie (R. W.). The Settlement of the 
Peace River Country. Vol. VI of Canadian Frontiers of Settlement. 
Toronto: Macmillan. 10}”. Pp. xii+ 284. 18s. 

DopweELt (D. W.). Treasuries and Central Banks: especially in 
England and the United States. P. 8. King. 832”. Pp. xiv + 218. 
10s. 6d. 

Dunoan (W. G. K.) (Ed.). National Economic Planning. London : 
Australian Book Company. 7}”. Pp. vi+217. 5s. ~ 

Ermzie (P.). Exchange Control. London: Macmillan. Pp. 
ix + 195. 7s. 6d. 

Fisoer (H.). England takes the Lead: an examination of the 
behaviour of money, and a forecast. Cape. 8”. Pp. 253. 6s. 

GitBoy (E. W.). Wages in Eighteenth-century England. Cam- 
bridge, Mass.: Harvard University Press. (London: Humphrey 
Milford.) 84”. Pp. xxix + 297. 15s. 

Guua (S. K.). Problems of Transport Co-ordination in India. 
Oxford University Press. 7}”. Pp. viii+ 77. Re. 1. 

Hammonp (J. L. and Barpara). The Bleak Age: based on the 
Age of the Chartists. Longmans. 7”. Pp. ix + 148. 3s. 6d. 

Industrial Handbook to Great Britain. The Travel and Industrial 
Development Association of Great Britain and Ireland. 7”. Pp. 41. 

Institute of Actuaries Year-Book. 1934-1935. London: C. and 
E. Layton. 84”. Pp. viili+ 178. 2s. 6d. (paper). 

JENNINGS (Hi~pA). Brynmawr: a study of a distressed area. 
London: Allenson. 8?”. Pp. xi-+ 246. 10s. 6d. 

Jonnston (Rr. Hon. T.). The Financiers and the Nation. 
Methuen. 73”. Pp. xi+ 206. 5s. 

Martin (J. H.) (Ed.). The Housing Question. N.F.R.B. and 
Gollancz. 8}”. Pp. 28. 6d. 

Marx (Karu). Letters to Kugelmann. M. Lawrence. 33s. 6d. 
(cloth); 2s. (paper). 

Maveuan (C.). Commodity Market Terms: a discussion of words 
and phrases used in the conduct of international trade and the methods 
of dealing in products. 2nd ed. Pitman. 8}”. Pp. xxvii + 244. 
7s. 6d. 

Monro (H.). The Production of Money and its Effects on Industry. 
Dingwall: Souter. 84”. Pp. 19. 1s. 6d. (paper). 
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PANANDIKAR (S. G.). Banking in India. Bombay: Longmans. 
82”. Pp. iii + 334. 13s. 6d. 

Puities Prick (M.). Marketing Boards and Import Control. 
N.F.R.B. and Gollanez. 84”. Pp. 22. 6d. 

Paitipott (H.R.S8.). Where Labour Rules : a tour through towns 
and counties. Methuen. 7}”. Pp. x +114. 2s. 6d. 

PLUMMER (A.) (Ed.). The Whitney Blanket Industry : the records 
of the Whitney blanket weavers. London: Routledge. 8}”. Pp. 
ix + 284. 15s. 6d. 

Rouu (E.). About Money. Faber and Faber. 73”. Pp. 2565. 
7s. 6d. 

Ryan (J.) and Taytor (J. S.). Standard Cost Control for Cotton 
Spinning. Manchester: Harlequin Press. 8}”. Pp.117. 5s. 

Scanuan (F. J.). -The Pound’s Progress: British financial policy 
and Anglo-American relations. P.S. King. 83”. Pp. ix +35. 1s. 
(paper). 

Swann (E.0.G.). Quotas or Stable Money. Australian Book Co. 
Pp. 97. 3s. 6d. 

SPENcER (F. H.). Simple Economics. University of London 
Press. 734”. Pp. 208. 2s. 3d. 

Statin (J.). The October Revolution. M. Lawrence. 3s. 6d. 
(cloth); 2s. (paper). 

The New Survey of London Life and Labour: Vol. VIII. London 
Industries, IIT. London: King. 9”. Pp. xv + 323. 17s. 6d. 

Tuomas (S. E.). The World Crisis, and the Problem of the Gold 
Standard. London: Marshall. 8”. Pp. 32. 6d. (paper). 

Topp (J. A.) (Ed.). The Shipping World: afloat and ashore. 
Pitman. 7}”. Pp. xiii + 308. 7s. 6d. 
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